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INSTANTLY YOURS AT ALL TIMES... MANAGEMENT CONTROL 


You’re face to face with descriptive 
accounting’s most exciting performer—the 
Burroughs Typing Sensimatic accounting 
machine. Like a modern-day Aladdin’s 
lamp, it delivers all the support you could 
}Want for your decision-making responsibili- 
ties. It gives you figure facts that are news, 
not history. Complete facts. Up-to-the- 


THE BURROUGHS 5 


instant facts. Does this through high-speed, 
jam-proof typing. Through an increase of 
fully automatic operations. Through ver- 
satility, quickness and control features 
you'll want to see, too. Call our nearby 
branch today. Burroughs Adding Machine 
of Canada, Limited. Factory at Windsor, 


Ontario. Burroughs and Sensimatic—T'M’s. 


TYPING SENSIMATIC 











funds working. Call us for information on: 


¥ Treasury Bills 
¥ Government Bonds 


Vv Instalment Finance Notes 


@ Company Treasurers- 
We can help you keep your short term 


McLEop, YounG, WEIR & COMPANY 


LIMITED 


50 King Street West 276 St. James Street West 
Toronto Montreal 
EMpire 4-0161 Victor 5-4261 


Ottawa Winnipeg London Vancouver Hamilton Calgary 
Kitchener Quebec Sherbrooke Windsor Edmonton New York 
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mercial Letter, a quick but ac- authoritative articles on special 
curate survey of current com- aspects of Canada’s economy. 
mercial activities in Canada, a Your local manager will gladly | 
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F. S. CAPON, C.A. (page 22) 


Is sufficient emphasis placed upon 
the training of the young chartered 
accountant to assist him when he 
switches from the profession to indus- 
try? Is sufficient attention given by 
leading accountants in industry to 
their responsibilities in regard to lec- 
tures to students on the aims, tech- 
niques and problems of industrial ac- 
counting? Is there a tendency for the 
young chartered accountant in indus- 
try to produce too much routine in- 
formation to a degree of redundancy? 
Is it agreed that “in the eyes of in- 
dustrialists the young chartered ac- 
countant is usually incoherent and ex- 
cessively formal both verbally and in 
writing’? To get at these and other 
problems involving the difficulties and 
opportunities facing the new charter- 
ed accountant in industry, Frank S. 
Capon, director and treasurer of Du- 
Pont Company of Canada, has made 
a number of suggestions which he 
feels will bring members of the pro- 
fession in practice and industry closer 
together and so help avoid a frequent 
lack of understanding of each other’s 
problems. These are presented in his 
article “Problems of the New C.A. in 
Industry”, backed up by many years 
of experience. 

Mr. Capon, after several years with 
the Montreal accountancy firm of 
Riddell, Stead, Graham & Hutchison, 
joined Canadian Industries Limited in 
1938 as a clerk in the secretarial de- 
partment. Eight years later he was 


appointed assistant treasurer, became 
treasurer in 1949 and, when the com- 
pany was divided in 1954, he was ap- 








pointed secretary and treasurer of 
DuPont of Canada. In 1957, he was 
elected to the Board of Directors. 
He is a member of the Institute of 
Chartered Accountants of Quebec and 
a member and former director of the 
Controllers Institute of America. 


D. B. WATSON (page 31) 

One of the most important jobs 
facing top management today is that 
of finding, training and developing 
men in order to build up a reserve of 
qualified personnel to provide for its 
own succession. This is no easy task 
and requires a well thought out and 
effectively administered continuing 
program which may mean the differ- 
ence between success and failure for 
both the executive and the company. 
This is the question asked by David 
B. Watson in “A Program for Execu- 
tive Development” in which he takes a 
look at the basic requirements for an 
executive development program and 
concludes that, while it may appear 
to be expensive, it should be consider- 
ed as an essential investment for any 
company’s future progress and de- 
velopment. 

Mr. Watson is a director of J. D. 
Woods & Gordon Limited and special- 
izes in organization methods and man- 
agement controls. He has lectured on 
these subjects at the Universities of 
Toronto, McGill, McMaster and West- 
ern Ontario. He is a graduate in 
Commerce from the University of 
London and has been with his firm 
for the past nine years. 


D. J. HICKS, C.A. (page 17) 

Punched card accounting in Cana- 
dian business is becoming increasingly 
common. It may be considered an 
immeasurable aid to the rapid comple- 
tion of an auditor’s job, provided he is 
familiar with punched card proced- 


Continued on page 6 
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: NOW—A LOW COST 
an Versatile Accounting Machine 


For less than 70¢ a day* you can have... @ Up-to-the-minute accounts receiv- 


>r- ; 
@ Customer’s statement and ledger able control producing accurate | 
ny credit information, 


me posted, balanced and automatically 
proved accurate in one operation. 





@ Instant conversion to duplex add- 


D @ Early mailing of statements which ing machine. 
speeds collections . . . accounts are 


il- always in balance and consequently e Column selection is varied from 
n- statements are always ready for = line of posting to another by 
m mailing, simply moving the lever on the key- 
of ; ; board. Even a change to a widely 
t- @ Time-consuming checking opera- varying application takes a matter 
; tions are eliminated... a trial of seconds—-a quick switch of the 
f balance may be taken at any time. control plate by the operator. 

0 

m | *interest on investment—depreciation—all-expense maintenance 


underwood” CUP AND MAIL THIS COUPON FOR FULL INFORMATION. TO-DAY 


Underwood Ltd., Adding and Accounting Machine Sales, 


* 6 § 1 135 Victoria St., Toronto 1, Ontario. 
. 1 Send me full information, proving that the Post-Master 
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Continued from page 4 


ures in general and their particular 
application in the client company. In 
“An Auditor's Approach to Punched 
Cards”, Douglas J. Hicks considers 
some of the more important auditing 
techniques in performing his tradi- 
tional duties in the light of these high- 
speed, mechanical methods and con- 
cludes that an understanding of 
punched cards is essential for estab- 
lishing audit procedures where elec- 
tronic equipment is in use. 

Mr. Hicks is audit supervisor with 
Peat, Marwick, Mitchell & Co., Toron- 
to and received his certificate in chart- 
ered accountancy in 1955. He is a 
member of the Institute of Chartered 
Accountants of Ontario. 


ROY NIELD, C.A. (page 44) 
In “How the Accountant Helps in 
Sales Administration”, Roy Nield 


brings out the fact that contributions 


to be made by the accountant are no 
less marked in the area of sales ad- 
ministration than they are in industry 
and business generally. “Among the 
most important and complex problems 
which confront the sales manager is 
that of price setting”, Mr. Nield says. 
“Numerous factors are involved vary- 
ing in importance and frequently very 
difficult to appraise, and lack of a 
scientific method for resolving the 
many-sided question leads, in most 
instances, to an intuitive or partly in- 
tuitive solution. The accountant’s 
contribution is aimed at reducing the 
area for discretion by helping to clari- 
fy and evaluate the issues.” 

Formerly with various engineering 
companies in England, Mr. Nield 
joined the Steel Company of Canada 
Limited in 1948 and is presently chief 
accountant — staff services. His work 
has included the introduction of 
standard costs at a number of plants, 
general control of systems and pro- 


cedures work and special studies in 
various areas of accounting develop- 
ment. He qualified in 1936 as an as- 
sociate member of the Institute of 
Chartered Accountants in England 
and Wales. He is also a member of 
the Institute of Chartered Account- 
ants of Ontario. 


J. W. SOMERVILLE (page 38) 

Listed on the Toronto Stock Ex- 
change are over 1,150 issues of stock 
belonging to approximately 1,000 
companies, the market value of which 
is around $40 billion dollars. As of 
this same date there are 100 member 
firms buying and selling to each other 
so that literally thousands of sales take 
place between these firms each day. 
Efficiency in the clearing of stocks is 
therefore of prime importance and in 
“Operation of the Toronto Stock Ex- 
change Clearing System”, J. W. Som- 
erville details the function and opera- 
tion of the clearing house system so 
that on settlement day, which is the 
third day after trading, all clearances 
are effected. 

Mr. Somerville is executive vice 
president of the Toronto Stock Ex- 
change. A lawyer by profession, he 
has given intense study over the past 
nine years to clearing house opera- 
tions at the Exchange and the appli- 
cation of electronics to these and other 
matters of Exchange procedure. 


E. M. HOWARTH (page 51) 

Although there is increased knowl- 
edge about the work of The Canadian 
Institute of Chartered Accountants, 
there are still many from among the 
8,000 membership who have little in- 
sight into its organization and diverse 
and ever-growing activities. Those 
who read “The Organization and 
Function of the Canadian Institute” 
by E. Michael Howarth, the execu- 


Continued on page 8 
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Your top management wants 


data processing information... 


Whether or not your company shares 
in the benefits of electronic data pro- 
cessing may well depend upon you. 
As you know, there should be no 
“snap judgments” on electronics. It 
takes careful study. But, this effort to 
gather the facts, re-examine proced- 
ures and review management require- 
ments can prove extremely rewarding. 
The individual nature of your busi. 
ness demands that management know 
exactly when, where and how elec- 
tronic data processing can fit your 
special needs. Whether or not your 
company decides for electronics, this 
re-examination of systems and pro- 
cedures yields vital economies. The 
important point is that you start now 


here’s how you can help! 


so that these electronic economies are 
yours sooner. 

217 IBM electronic data processing 
machines are already on the job in 
virtually every type of data processing 
application. Each working day, one or 
more of these electronic machines are 
being delivered to businesses — large 
and small. You can be sure, therefore, 
that in this rapidly growing field, IBM 
has the experience and know-how you 
can oo upon. What's more, newer 
IBM developments will assure your 
staying out in front. 

For the down-to-earth facts about 
electronics for business, talk to your 
local representative or write: Interna- 
tional Business Machines Company 
Limited, Don Mills Rd., Toronto 6. 


IBM Eee 
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4s EWERYTHING for YOUR OFFICE! 


If it's a RULED FORM 
Grand & Toy has it— 


IN MOST CASES RIGHT 
ON OUR SHELVES 


@ ACCOUNTANTS’ WORK 
PAPERS 


@ RULED FOOLSCAP 
@ LEDGER & COLUMNAR 
SHEETS 




















—Make your selection from the largest 
stock of accounting and record keeping 
forms and equipment inzCanada. 
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INVENTORY CERTIFICATES 
LIABILITY CERTIFICATES 








Blank, per 50 of either... $1.00 







Blank, per 100 of either. $2.00 








Available in English or French 
in blank only 







Postage or Express Collect 
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tive secretary, should be in no doubt 
as to how the Institute is set up and, 
more particularly, the immense 
amount of time and voluntary effort 
rendered by those members who have 
accepted responsibility in the conduct 
of the Institute's affairs. 


EDITORIAL (page 15) 

Are members of the profession who 
leave public practice for positions in 
industry doing less than they might 
to play a part in professional affairs? 
Are they aware of the opportunities 
open to them? Could they do more 
either through some worthwhile pub- 
lic service or, if they cared to, by as- 
sisting in Institute activities? In this 
month’s editorial “Opportunities for 
Service”, J. Grant Glassco, F.C.A., 
formerly a partner in Clarkson, Gor- 
don & Co. and now executive vice- 
president of Brazilian Traction Light 
and Power Company, draws on a 
wealth of experience to present a 
thought-provoking discussion on how 
non-practising members can help their 
profession. 

As a past president of The Cana- 
dian Institute of Chartered Account- 
ants with 30 years public practice ex- 
perience, as a former Governor of 
the Canadian Tax Foundation, as a 
director of a number of national com- 
panies and as an active participant in 
community affairs, he has been 
brought close to the problems which 
face the profession. 


Forthcoming Features 
FOREIGN INVESTMENT IN CANADA 
HosprraL INSURANCE AND COMPANY 
WELFARE PLANS 
TRENDS IN AvupDIT PRACTICE 
Gas aNnp Evecrric Utitrry ACCOUNTS 
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fri: in neutral beige-gray colour with a fine 
wrinkle texture, the No. 507B P.B.X. will blend 
with the most modern office equipment. It is particularly 
adapted to operation by those who have other duties to 
perform in addition to switchboard attendance. The specially 
contoured keyhandles and smoothly working keys make this 
board a pleasure to operate. 

Provides terminating equipment for 12 Station Lines and 

5 Central Office Trunks and permits 5 Simultaneous 


Hyde & Ahearn. Conversations. 
Operation is from 24 or 48 volt battery with manual 
or dial telephone. 


otthern Vallectric 


COMPANY LIMITED 


2054-2A BRANCHES THROUGHOUT CANADA 
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AND COMMENTS 





C.1.C.A. Executive and Council Meet 


From May $1 to June 2 the Execu- 
tive and Council of the Canadian In- 
stitute held their annual spring busi- 
ness meeting at The Briars on Lake 
Simcoe, about 55 miles north of Tor- 
onto. Reports of standing and speciai 
committees and the C.I.C.A. financial 
statements were considered by the 
meeting, which was presided over by 
James A. de Lalanne, C.I.C.A. presi- 
dent. Some of the more important re- 
sults of the meeting are reported be- 
low. 


Expansion of C.I.C.A. Education 
Section 

It was decided to expand the Edu- 
cation and Examination Section of the 
Canadian Institute by adding to its 
staff a recently qualified C.A. who, 
following a period as educational as- 
sistant, would assume the responsi- 
bilities of secretary to the Provincial 
Institutes’ Committee on Education 
and Examinations and the Board of 
Examiners-in-Chief. Anyone interest- 
ed in the development of the profes- 
sion’s educational program is asked to 
read the advertisement on page 11 
for further details. 


Research Director Resigns 

The C.I.C.A. Executive and Coun- 
cil received with great regret the 
resignation of Lawrence G. Macpher- 
son who has held the position of di- 
rector of research since 1954. Mr. 
Macpherson leaves his post on Sep- 
tember 1, 1958 to take up his new ap- 
pointment as director of the School of 
Commerce and Business Administra- 


tion at Queen’s University, Kingston. 
His departure will mean a distinct loss 
to the Institute and an outstanding 
gain for Queen’s. 


Committee Chairmen 1958-59 

The following have been appointed 
chairmen of C.I.C.A. standing and 
special committees for 1958-59: T. A. 
M. Hutchison, Accounting and Audit- 
ing Research; H. S. Moffet, Magazine 
and Publications; H. E. Crate, Taxa- 
tion; J. R. M. Wilson, 1958 Annual 
Conference; C. E. Winters, Public Re- 
lations; W. J. Macdonald, Cooperation 
with Other Accounting Bodies; Alex- 
ander Ballantyne, Code of Ethics. 

The Committee on Government Ac- 
counts will now be amalgamated 
with the Committee on Accounting 
and Auditing Research. 


Members Directory Shelved for 1958 

After considerable study, the Can- 
adian Institute has decided not to 
publish a Directory of Canadian 
Chartered Accountants in 1958. The 
policy on the publication of future 
directories is currently under discus- 
sion. 


Evidence in Freight Rate Hearings 


The Federal Cabinet recently over- 
ruled decisions of the Board of Trans- 
port Commissioners in which the 
Board had allowed increased freight 
rates to the Canadian railways and in- 
creased telephone rates to The Bell 
Telephone Company. In both cases 
deferred tax accounting was one of 


the principal issues and the Board had 
Continued on page 12 
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EDUCATIONAL ASSISTANT 


The Canadian Institute of Chartered Accountants requires a 
recently qualified C.A. to work in its Education and Examination 
section. After an induction period, it is anticipated that the success- 
ful applicant will assume the responsibilities of Secretary to the 
Provincial Institutes’ Committee on Education and Examinations, 
and the Board of Examiners-in-Chief. The work is based in Toronto, 
but some travelling is involved. Applications are particularly sought 
from members who are interested in the profession's educational 
programme. In determining salary, consideration will be given to 
experience and educational background. Other benefits include a 
contributory pension plan and group insurance. Write in confidence, 
giving full details to: 


The Executive Secretary, 

The Canadian Institute of Chartered Accountants, 
69 Bloor Street East, 

Toronto 5, Ontario. 


The Partners of 


GEORGE A. TOUCHE & CO. and P. S. ROSS & SONS 
CHARTERED ACCOUNTANTS 
announce the merger of their firms and the 
continuation of their practices 
under the name of 


Ross, [oucHE & Co. 


with offices in 


SAINT JOHN, N.B. MONTREAL OTTAWA TORONTO LONDON 
WINNIPEG REGINA SASKATOON CALGARY EDMONTON 
CRANBROOK VANCOUVER VICTORIA 


and with representation in The United States of America and in Great Britain 
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allowed as expenses for rate-making 
purposes the amounts credited to the 
deferred tax account in addition to the 
actual taxes payable in the year. 

In explaining the Cabinet’s decision, 
the Prime Minister stated that “The 
government had come to the conclu- 
sion that amounts placed in tax equal- 
ization reserves should not be regard- 
ed as expenses for the purpose of rate- 
making policy because of the uncer- 
tainty as to whether and when such 
reserves will need to be drawn down 
for the payment of taxes in future 
years and the inequity of imposing 
upon ratepayers at this time the full 
cost of this distant and uncertain con- 
tingency”. 

Extracts from the accounting evi- 
dence on this important matter given 
at the hearings before the Board of 
Transport Commissioners in the 
freight rates case and the views of the 
Committee on Accounting and Audit- 
ing Research may be found on pages 
61 to 69. 


Edmond Gunn Prizes Donated 

Edmond Gunn, F.C.A., a life mem- 
ber of the Canadian Institute and past 
president of the Ontario Institute, 
passed away in his 94th year on Janu- 
ary 21, 1958. In memory of her late 
father, Miss Lillian Jean Gunn has do- 
nated to the C.I.C.A. an Ontario Hy- 
dro Electric Power Commission 4% 
bond in the principal amount of $5,- 
000 in the trust that the income from 
the bond will be paid under the desig- 
nation of “The Edmond Gunn Prizes” 
to the students obtaining the highest 
and second highest standings in the 
uniform final examinations. These 
prizes will first be awarded for the 
October 1958 examinations. 


Magazine Subscribers Appeal 
Members of the Canadian Institute 
are again asked to assist in the promo- 


tion of The Canadian Chartered Ac- 
countant by sending in names of those 
they think might be potential sub- 
scribers to the magazine. Last year’s 
appeal resulted in an increase of near- 
ly 600 new general subscribers and it 
is hoped that this year members, 
whether in industry or in practice, will 
once more give their support. A let- 
ter from the chairman of the Maga- 
zine Committee has already been sent 
to all members together with a form 
for filling in suggested names. 


Alberta Brief on Education 

A brief was presented by the Alberta 
Institute to the Cameron Royal Com- 
mission on Education. It pointed to 
the need for more instruction in Eng- 
lish usage, for better and more pro- 
longed training in handwriting in pub- 
lic schools, and for vocational guid- 
ance of the senior matriculation stu- 
dents in order to provide a larger 
pool of suitable candidates for all pro- 
fessions. 


Far East Accountants 

A second Far East Conference of 
Accountants is planned to take place 
in Australia in 1960, according to an 
announcement from C. W. Andersen, 
general registrar of the Australian So- 
ciety of Accountants. 

Word has also been received of the 
formation in Bangkok of a new Insti- 
tute of Chartered Accountants of 
Thailand. 


In the News 

Davmw Reevey, C.A. (N.B.), was 
recently elected president of the Saint 
John Board of Trade. 


W. F. Hoxpinc, F.C.A. (Ont.), 
president and general manager of 
Steel Wares Limited, has been ap- 
pointed president of Citizens Research 
Institute of Canada. 
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Government of Canada Bonds 
and Treasury Bills 
Provincial and Municipal Bonds 
Public Utility 
and 
Industrial Financing 


Orders accepted for execution on all stock exchanges 


Domrnon Securities Green. Limrrep 
Established 1901 


TORONTO MONTREAL VANCOUVER NEW YORK LONDON, ENG. 


HELP YOUR CLIENTS ---- 
INCREASE Their Working Capital 


@ By factoring their accounts receivable. 
@ The low cost way to convert their tied-up capital into working cash. 
@ Save collection and bookkeeping costs and avoid credit losses. 


LOWEST RATES — FOR Oa DETAILS, PHONE OR WRITE 


Cet a tractors 


RPORATION Linumiwteo 
400 Ontario a « Montreal 2, Que. AVenue 8-5115 


$50,000 


Life Insurance 
(20 Year Reducing Convertible Term Insurance) 
Annual Premiums 
Age 30 $119.90 Age 40 $222.45 
Age 35 158.20 Age 45 346.45 


insurance service 


; representing Occidental Life 
269 FALSTAFF AVENUE - TORONTO, 15, ONT. - CH 4-3123 






























A Personal Matter... 


Just as there are many types of people, there are many 
types of investors. Some have substantial amounts to 
invest ... many more have medium amounts. Some are 
familiar with the basic elements of sound investment, 
others have had little experience . . . or, in fact, no experi- 
ence at all. With some, safety is a chief concern, others 
regard income as more important, and an increasing num- 
ber are interested in acquiring sound securities with growth 
possibilities. 

All this really means that no two people have exactly 
the same investment problem because no two requirements 
are exactly alike. But despite many differences there is one 
thing common to all investors . . . it is that every person’s 
investment problem is a very personal matter . . . a subject 
that he doesn’t care to discuss with just anyone but, 
nevertheless, a subject on which he will often welcome 
experienced help. 

That is the kind of help which we can provide . . . and 
have been providing for many years. It may be the kind 
of assistance you would like to have. If so, we invite you 
to get in touch with us personally . . . by dropping in at 
any of our offices . . . or if more convenient, by mail. 


Either way, you'll be most welcome. 


A. E. Ames & Co. 


Limited 
Business Established 1889 


VANCOUVER VICTORIA 


ST. CATHARINES 


LONDON, ENG. 





NEW YORK 





MONTREAL 





TORCNTO 











KITCHENER 





HAMILTON OTTAWA 


QUEBEC 





CALGARY LONDON 





WINNIPEG 





BOSTON, MASS, 





OWEN SOUND 





aa Ba i 


14 






























Editorial 


OPPORTUNITIES FOR SERVICE 


ACCOUNTING HAS much in common with the older professions such as 
medicine and law, but differs from them in one important respect. 
While all professions lose some qualified members to other occupa- 
tions, the extent of such loss from the ranks of practitioners is ordi- 
narily small. In accounting, however, the pattern is now well estab- 
lished, not only in Canada but throughout the English-speaking world, 
that up to 50% of those who qualify do not permanently remain in 
professional practice. 

The reasons for this are not hard to find, but we should seriously 
consider the implications of the situation if we desire to ensure for 
our professional bodies the adherence and support of those who 
leave public practice for employment in industry, government and 
other fields. The desirability of doing so is hardly open to ques- 
tion when we consider the aspects of financial support and the over- 
all size of our active professional body in relation to its public pres- 
tige and importance. 

Up until a few years ago the activities of the institutes were al- 
most exclusively devoted to the necessary day-to-day chores of ad- 
mission, education, examination and discipline of practitioners. These 
are the unavoidable tasks which must be carried out as a matter of 
self preservation and without which the inflow of prospective mem- 
bers would cease. Fortunately the profession has been well served 
by a host of able members whose unselfish contribution of time and 
effort has had much to do with the vigorous and healthy growth 
which has occurred. 

In the past few years a conscious effort has been made to cap- 
ture the interest of non-practising members. Through the magazine, 
the research program, the dissemination of tax information and 
the broader programs of annual meetings, a considerable degree of 
success has been achieved. But is this really the best we can do? 
It is one thing to slow down resignations by giving these members 


15 





16 THE CANADIAN CHARTERED ACCOUNTANT, JULY, 1958 


“something for their money”, but quite a different matter to inspire 
the non-practising group to play a real part in our professional affairs. 

If we are to succeed in this endeavour we must face up to the 
realities of the situation. No amount of coaxing is going to persuade 
non-practitioners to interest themselves in the routine activities con- 
nected with recruitment and training. They consider, perhaps not 
unreasonably, that this is the job of the practising members. It is, 
therefore, in the broader field that opportunities will be found to en- 
courage participation and secure the continuing active interest of 
the non-practising group. 

As a matter of fact the programs of our professional bodies now 
embrace a growing list of activities having a broader appeal than 
have our traditional duties. And this should continue as the member- 
ship generally comes more to realize the potential influence of a 
rapidly growing and united organization. 

In view of the limitations of money and staff, some of the 
smaller provincial institutes have difficulty in supporting much more 
than the essential services. For this reason a better overall result 
should be obtained if, to a considerable extent, the broader aspect 
of our program should be carried out by our national body. In such 
circumstances there should be increased opportunities for service to 
the profession by its non-practising members and it is axiomatic that 
real interest and support in a voluntary organization are usually the 
direct product of service freely given. 

In this context it may fairly be asked what are the so-called 
broader aspects of a satisfactory program. Here we must differen- 
tiate between, on the one hand, those activities having a post- 
graduate type of interest, but still essentially technical matters of in- 
terest only to accountants, and on the other hand opportunities to 
make some impact on the public through mobilizing the opinion of 
the profession on matters of topical general interest, or by contribut- 
ing to the conduct of some worthwhile public service, e.g. The Can- 
adian Tax Foundation. 

The medical and legal professional bodies are notably vocal on 
matters falling within their spheres and the public is well aware 
that these professions have opinions and do not hesitate to express 
them. While accountants probably take an equal interest in matters 
affecting the area in which they serve, our professional bodies have 
limited their activities in such connections to making recommenda- 
tions of a technical nature, usually beyond the comprehension of the 
public. 

All matters bearing upon the profession’s contact with the public 
at large will represent opportunities for the non-practising member 
to play a part and we should be vigilant to see that advantage is 
taken, as opportunity offers, to enhance the reputation of the pro- 
fession. 





An Auditor’s Approach to 
Punched Cards 


DOUGLAS J. HICKS 


IN RECENT YEARS there has been a 
substantial increase in the use of 
punched card equipment by Canadian 
business enterprises in developing ac- 
counting and other data. The ac- 
counting applications of punched card 
equipment cover many phases of re- 
cording business transactions which 
formerly were handled by more ele- 
mentary methods. When accounting 
transactions are recorded by hand or 
by hand-operated bookkeeping ma- 
chines it is relatively easy to follow 
them at a later time. However, in 
carrying out an audit of transactions 
which have been recorded by means 
of punched cards, different auditing 
techniques have to be developed. 


Approach to Installation 

Punched card equipment in a busi- 
ness enterprise is a tool for the pre- 
paration of information for manage- 
ment and others. As such, the equip- 
ment may produce information in 
various and perhaps somewhat less 
conventional forms than those to 
which the auditor is accustomed. 
Basically, original information, once 
recorded, is sorted, accumulated and 
calculated, with the results presented 
in whatever manner the ultimate user 
has requested. A properly planned 
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installation will improve internal con- 
trol by separating data recording from 
data processing. Hence the auditor’s 
initial approach to a punched card 
installation should be the same as 
his approach on any audit. He should 
review procedures with particular 
emphasis on internal control prior to 
developing his audit routines. 


In reviewing procedures followed 
in a punched card installation, often 
called a tabulating department, the 
first step is to find out, by discussion 
with the tabulating supervisor and by 
reference to the manuals prepared by 
the equipment manufacturers, what 
equipment is in use and the function 
of each piece of equipment. The 
next step is to obtain a thorough un- 
derstanding of the flow of work 
through the department. A well or- 
ganized department should have com- 
prehensive flow charts and written op- 
erator instructions. Indeed, if these 
are not available, the auditor might 
well consider reporting the deficiency 
by letter to the management with a 
recommendation that they should be 
prepared. In any case, flow charts, 
either those of the client or rough 
charts sketched out by the auditor 
himself, should be studied. At this 
point, the auditor should familiarize 
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himself with the controls used in the 
punched card system, as audit proced- 
ures will be based on two prerequi- 
sites, (1) that adequate controls have 
been built in; and (2) that they op- 
erate effectively. In his review the 
auditor should also take note of the 
various types of information which 
are processed by the department and 
should prepare a list of all reports 
prepared, whether or not they are 
used for accounting purposes. Such 
a review may prove time-consuming. 
However, the knowledge obtained of 
the workings of the system, its capa- 
city and its weaknesses, should ulti- 
mately save time in carrying out the 
audit and will enable an adequate 
work program to be devised. 


Controls in a Punched Card 
Installation 

Controls are inherent in any effec- 
tive punched card system because in 
addition to the ever present possibility 
of human error, there is the occasion- 
al chance of machine error. Because 
of volumes handled it is essential that 
errors be found in the stage of the op- 
eration in which they occur. Other- 
wise, they may be compounded and 
cause considerable waste of effort be- 
fore they are ultimately located and 
corrected. 

Controls fall into two main cate- 
gories: (1) external controls main- 
tained independently outside of the 
department against which results may 
be compared and (2) internal or op- 
erating controls maintained within the 
tabulating department. 

For example, take a factory payroll 
application, assuming the following 
conditions: 

(a) Payrolls are prepared weekly. 
(b) Time sheets are prepared for 
each employee, setting out name, 


employee number, hours worked 
on each particular operation as 
well as total hours and segregat- 
ing regular from overtime hours. 
(c) Hourly rates remain relatively 
constant and a master file is 
maintained in the tabulating de- 
partment containing on punched 
cards static information includ- 
ing hourly rate, income tax, 
status and regular deductions. 
Then the following controls could be 
expected: 


External Controls 


1. Time sheets should be approved 
by foreman. 

2. The payroll department should 
prepare an adding-machine tape 
of the total hours as shown on time 
sheets prior to sending them to the 
tabulating department. A record 
of these totals would be kept for 
comparison against payroll listings. 

8. Cross footings of tabulated pay- 
roll listings would be checked in 
payroll department. 

4. All changes in payroll rates would 
originate in the payroll depart- 
ment. Periodically the payroll de- 
partment would check the rates as 
shown by their records against the 
weekly payrolls. 

5. A control is usually instituted to 
guard against printing errors on 
payroll cheques. An imprint on the 
cheques such as, “not good for 
over $150” is effective for this pur- 
pose. Sometimes an adding ma- 
chine tape of the cheques is pre- 
pared and the total amount is 
agreed with the net payroll. 


Internal or Operating Controls 

1. Verification by machine of key 
punch operations, at least for more 
important information such as em- 
ployee, operation and account 
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numbers. If the equipment has a 
self-checking digit device, verifica- 
tion may be unnecessary. 

2. Tabulation of hours worked 
punched into cards to agree with 
tape totals prepared in payroll de- 
partment before calculating gross 
pay. 

3. Tabulation of the deduction cards 
and agreeing with control totals 
prior to preparation of payroll. 

4. Checking the extensions perform- 
ed by machine by means of re- 
running the cards through the ma- 
chine with multiplier and multipli- 
cand reversed with the machine 
wired to stop at any card which 
does not check. 

5. Seeing that the total of payroll ex- 
pense distribution agrees with 


gross pay. 


Devising Audit Procedures 

Auditing techniques for punched 
cards must be so devised as to over- 
come the difficulty that the printed 
report covering accounting transac- 
tions may omit some or all of the de- 
tails making up the result of a calcu- 
lation or a total of similar items. Fur- 
ther, accounts receivable, inventory 
and similar type records are often 
maintained on an “open item” basis, 
and consequently the history of trans- 
actions in a particular account or sec- 
tion is not readily available. How- 
ever, as long as the cards from which 
the original reports are prepared are 
available, the required information 
may be reconstructed in order that 
audit tests may be carried out. 

Generally, the same amount of de- 
tail work is not required to audit 
punched card records as for other 
forms of bookkeeping. If the infor- 
mation is correctly punched in the 
first instance, then in further trans- 


scription, presuming the machine to 
be operating correctly, the resulting 
information must be correct. The au- 
ditor therefore must plan his program 
to answer the following questions: 
(1) Are transactions correctly record- 
ed in the first instance? (2) Are trans- 
actions subsequently carried through 
to further operations? 


Verification of Original Recording 


The punched card form is not in 
normal cases a record. It is rather a 
means of activating equipment to pro- 
duce data transcripts. This is true 
even for “open item” records, 

Checking directly to punched cards 
is not practicable; in fact if the cards 
are not interpreted it is virtually im- 
possible to make such a check. If 
the form of the client’s reports is such 
that it is not practicable to vouch 
them in the normal manner, it is 
usually possible to have selected cards 
listed or tabulated under the auditor’s 
supervision, in such a form as to en- 
able the auditor to check the items 
making up final totals against sup- 
porting data. Where records are kept 
on an “open item” basis those cards 
representing paid or cleared items are 
normally transferred to a “history” 
file for some time. The auditor should 
be aware of the client’s program for 
disposal of such cards in order to de- 
vise satisfactory tests for the recon- 
struction of individual accounts or 
other tabulations. 

It is common practice to prepare 
listings of cards immediately after 
key punching to agree with control 
totals established prior to key punch- 
ing. These daily listings may be used 
effectively for spot checks to source 
documents. They also provide suit- 
able random entries for testing of re- 
ceivable statements, remittance ad- 
vices and similar records. 
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Verification of Subsequent 
Transcriptions 

After the correctness of the record- 
ing of original data has been satis- 
factorily tested, the auditor must sat- 
isfy himself that this data has been 
processed in the proper manner. For 
this purpose he may test footings and 
extensions manually if the volume is 
not too great. Otherwise he may 
have tabulations or listings re-run un- 
der his supervision. 


To rely upon the results of these 
runs, however, the auditor must be 
satisfied that the machine is correctly 
set up. The complexity of control or 
other wiring panels normally makes 
it impractical for the auditor to check 
wiring details personally. It is usual, 
however, for installations to have 
“test decks of cards” for proving ma- 
chine reliability for routine operations. 
The auditor should satisfy himself that 
the test deck is representative of the 
types of transactions to be run. If, 
when tabulated, the test decks agree 
with predetermined figures, it may be 
assumed the machine is set up correct- 
ly for the particular job. In the ab- 
sence of a test deck, the auditor may 
select a few representative cards, have 
these run and check the results man- 
ually. 

As well as seeing that the recorded 
transactions are correctly handled, the 
auditor is also interested in observing 
that all transactions are included. By 
comparing totals of tabulated reports 
against control figures established 
when the information is first passed to 
the tabulating department the auditor 
can quickly make an effective check. 


Generally, when punched cards are 
in use more statistical information is 
prepared than is possible under a 
manual system. This may prove very 
useful to the auditor especially in 


verifying revenue transactions. By 
comparing statistical records against 
accounting records, he has a cross- 
check as to the reasonableness of the 
accounting records. In addition, sta- 
tistical records and cost analysis may 
point up anomalies which would re- 
quire further investigation. 


How the Auditor Can Use Equipment 

The auditor may greatly reduce the 
amount of time necessary to verify 
certain accounts by requesting that 
listings be prepared for his use from 
cards already used by the client. For 
example, in analyzing general ledger 
accounts it is quite likely that one 
total will be posted to the ledger rep- 
resenting one month’s transactions. A 
listing of the detail cards for the 
period under audit would enable the 
auditor to locate quite easily the items 
which he wished to verify. The tabu- 
lated listing might well form part of 
the auditor’s working papers. 

In certain instances, accounting 
firms use their own operators to carry 
out machine audit routines. Stock 
brokerage houses lend themselves to 
this procedure as records are verified 
at a specific date. Use of operators as 
part of the audit staff is limited and 
the emphasis should be on verifying 
the effectiveness of the client’s system. 

Inventories, being one-time opera- 
tions, lend themselves to verification 
by mechanical means. Many hours of 
clerical checking can be eliminated 
by having the inventories run in the 
presence of a member of the audit 
staff with some punched card train- 
ing. This person, after noting that 
the machines are operating correctly, 
can see that there is no tampering 
with results. Where the auditor has 
been present at physical inventory- 
taking and has test-counted certain 


or 


EE OS ee 


AN AUDITOR’S APPROACH TO PUNCHED CARDS 21 


items, he can have his test quantities 
key punched under his supervision 
and mechanically pull out the cards 
used for the client’s inventory listing. 
Comparison of auditor’s and client's 
counts can be done mechanically. 
Similar procedures can be worked out 
to check pricing against master cost 
files. 

The confirmation of accounts re- 
ceivable is another field for use of 
machines. Many businesses now pre- 
pare customers’ statements on punch- 
ed card equipment. Without much 
trouble auditors’ confirmation forms 
could be prepared by the same means. 
An imprint stating “This is an auditor’s 
verification statement” may be placed 
on the statement mechanically when 
the statements are “burst” by ma- 
chine. For positive type confirma- 
tions, a two-part statement may be 
used, one being returned to the audi- 
tor. 


Dealing with Clients’ Personnel 
Where use of the machines for au- 
dit verification purposes has been de- 
cided upon, all details should be 
worked out in advance with the head 
of the tabulating department, other- 
wise such a program may well con- 
flict with the clients’ requirements, 
which obviously must come first. Any 
assistance which the auditor requests 
from the tabulating department usual- 
ly requires extra work. Better co- 
operation from tabulating personnel 
can be expected if the auditor's re- 
quirements are known well in advance 
and as far as possible are scheduled 


for slack periods. In particular, audit 
verification work should be scheduled 
in so far as possible at selected dates 
throughout the year when such work 
can be carried out with the minimum 
loss of productive time to the client 
and with the maximum efficiency of 
operation to the auditor, rather than 
after the close of the financial year 
when a test of detailed transactions 
may well prove an onerous task. This 
does not mean that the auditor is 
prevented from making surprise exam- 
inations of certain sections of the ac- 
counts such as confirmation of receiv- 
ables, but by avoiding peak periods 
everyone concerned benefits. Punch- 
ed card operators are usually interest- 
ed in new uses for their machines and 
will give excellent cooperation if re- 
quests are reasonable. 


Conclusions 

Punched card accounting is not 
new. However, because of its speed 
and flexibility it is becoming increas- 
ingly common in Canadian business. 
Full acceptance by the auditor of the 
trend toward this form of mechani- 
zation enables him to carry out a more 
efficient audit. Excellent short courses 
are offered by the equipment manu- 
facturers. Auditors must possess a 
reasonable knowledge of punched 
cards if they are to meet their respon- 
sibilities to their clients who have en- 
tered this field. In the near future, 
an understanding of punched cards 
will be essential for establishing audit 
techniques using electronic equip- 
ment. 








Problems of the New C.A. in Industry 


FRANK S. CAPON 


“Chartered accountants are a nar- 
row-minded bunch of bookkeepers 
who want to run management by 
fiat!” “Industrial accountants have 
sold out to management and spend 
their lives looking for legal loopholes 
in order to cook the books!” “These 
young C.A.’s are still wet behind the 
ears, yet they think they can tell us 
how to produce efficiently!” “Man- 
agement is always racing off on tan- 
gents based on estimates instead of 
waiting until we can get the books 
balanced and produce accurate state- 
ments!” 


These are the remarks that have 
been tossed to and fro through the 
years causing unnecessarily hard 
feelings, indicating a frequent lack of 
understanding by both the profes- 
sional and industrial accountant of 
each other’s problems, and plaguing 
the new chartered accountant who 
switches from the profession to in- 
dustry. Seldom does he realize the 
extent to which he lacks the qualifi- 
cations needed for industrial account- 
ing or financial responsibilities, and 
seldom do industrial managers ap- 
preciate the inadequacy of formal 
accounting courses as_ training 
grounds for controllers and treasurers. 
When industrial managers fail to un- 


or 


derstand the inherent abilities and 
shortcomings of new chartered ac- 
countants, and when these same ac- 
countants do not have a thorough un- 
derstanding of the needs of indus- 
trial management, what can result but 
a painful period of adjustment which 
must test to the limit the regard each 
group has for the other? 


The young chartered accountant 
entering industrial life has problems. 
Some are of his own making, some 
are due to sheer inexperience and 
business immaturity, but many of 
them are caused by faults beyond his 
control. Possibly some general com- 
ments under three headings — the ac- 
countant in industry, the professional 
accountant, and accounting education 
—would serve as a useful preface to 
a discussion of the subject. 


1. The accountant in industry: The 
industrial accountant has three prim- 
ary jobs: bookkeeping, accounting 
analysis and financial management. 
Bookkeeping covers the maintenance 
of records of transactions. Account- 
ing covers the processing, analysis 
and dissemination of the information 
coming from these records. Financial 
management is concerned with the 
obtaining and the safeguarding of 
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capital, and the custody and manage- 
ment of cash and working capital. 


As an industrial employee, the ac- 
countant is primarily concerned with 
the welfare of his company. There- 
fore, his primary consideration in 
dealing with accounting matters is 
inevitably subjective. He must op- 
erate within accounting procedures 
and rules in such a way as to suit 
his company’s needs rather than fol- 
low slavishly accounting theory re- 
gardless of its effect on his company. 


The accounting needs of different 
industries vary greatly. The form of 
accounts, statements and reports of a 
utility bears little resemblance to 
those of a chemical company or a de- 
partment store. The accounting and 
control needs of a distillery will be 
useless to a railroad or a newsprint 
manufacturer. The industrial ac- 
countant must learn to apply funda- 
mental principles in the manner best 
suited to the specialized needs of his 
own industry and company, using in- 
genuity and understanding and often 
searching out new ways of account- 
ing, new forms of statements, new 
tvpes of reports geared to the person- 
al capacities of administrative manag- 
ers for financial information. 


2. The professional accountant: 
The accountant practising his profes- 
sion is essentially a professional tech- 
nician concerned with the application 
of accounting theories and principles 
in the broadest sense, rather than in 
the specific application to a single 
company. He has an important re- 
sponsibility to the public and to 
shareholders to satisfy himself that 
management is reporting honestly 
and adequately on the results of its 
stewardship. He must be objective 
in examining financial statements, but 


his professional concern stops with 
the published information. He sel- 
dom has much regard for the intern- 
al accounting or financial information 
designed essentially for operation of 
the business. 


8. Accounting education: Like any 
other profession, the accounting pro- 
fession has assumed the responsibility 
for educating its members in the 
special skills which it professes. How- 
ever, the particular skills required to 
serve as a practitioner in the account- 
ing profession are sufficiently differ- 
ent from those required of an indus- 
trial accountant that the two fields 
might better be described by entirely 
distinct names. At present the train- 
ing does not equip the student to 
serve equally well in either field; it 
equips him only to serve adequately 
in the professional field. Furthermore, 
university degree courses in com- 
merce do not provide as high a 
standard of accounting proficiency as 
do the professional courses. There- 
fore, the education needed to succeed 
as an industrial accountant in a 
medium or large company must still 
be attained after the student has left 
either university or the profession. 


Starting from these generalities or 
definitions, we may enlarge somewhat 
on the differences in essential nature 
of the professional and industrial ac- 
counting responsibilities. From them 
stem the problems of a newly trained 
professional chartered accountant 
who decides to become an industrial- 
ist. A better understanding of his re- 
sponsibilities and work relationships 
may help to answer such questions 
as: What new conditions must he 
meet? What can be done to solve his 
problems? What are his opportuni- 
ties and how can he seize them? 
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Conflict between Professional Educa- 
tion and Industrial Environment 


The young chartered accountant is 
essentially a trained professional aud- 
itor. He has reached the end of a 
fairly lengthy period of education and 
has received a diploma entitling him 
to offer his services to the public as 
a fully qualified professional account- 
ant. He is wearing a new shining 
armour of objectivity and honesty, 
for these are the two qualities which 
have been hammered into him as 
being the true measure of a profes- 
sional man rather than a skilled tech- 
nician. He is vastly impressed with 
the importance of safeguarding the 
industrial interests of owners, of the 
public and of government because 
legislation has placed on his shoulders 
the task of reviewing the financial 
statements of industry and satisfying 
himself that these financial statements 
show a “true and correct view of the 
state of the affairs of the company”. 


There is good reason for the young 
chartered accountant to have such 
feelings, for these are the desirable 
results of a sound professional train- 
ing. He has learned that his activ- 
ities are governed by laws and that 
these laws were adopted by Parlia- 
ment in order to correct grievous 
wrongs. There is no question that 
management had misused its powers 
and had abused shareholders, bring- 
ing about a situation which could 
only be corrected by means of legis- 
lation. The chief control mechanism 
designed to place shareholders in a 
position to take any corrective action 
that might be necessary because of 
mismanagement was the requirement 
that a professional auditor, appointed 
by shareholders and answerable 
only to them, should certify as to the 
accuracy of official financial state- 


ments. The new chartered account- 
ant is prone to allow his zeal in this 
direction to show, even after he be- 
comes an employee of management 
rather than shareholders. 

It must be recognized that some 
individuals have a vocation for the 
professional life and can never in 
fact get the real satisfaction from 
industrial accounting. Conversely, of 
course, some individuals who have 
taken the professional accounting 
training are ideally suited for indus- 
trial accounting life. To them the 
professional life will become frus- 
trating and non-productive. Unfortun- 
ately, these vocations often become 
apparent only after an accountant 
has elected to work in the wrong 
field. While this discussion assumes 
that we are considering the problems 
of those chartered accountants who 
correctly choose the industrial field 
of endeavour, we must recognize that 
their problems often stem from short- 
comings in their fellows who are not 
so suited. 


Place of the Accountant in Industry 


It must be assumed that the young 
chartered accountant who decides to 
move from the profession to industry 
does not desire to go through life as a 
bookkeeper; hence he must become 
either an accounting specialist (staff 
expert) or an accounting or financial 
manager. There is a tendency to 
classify the specialized or staff jobs in 
industry as being relatively unim- 
portant. With its growing complex- 
ity, however, industry needs special- 
ists and staff assistants with the high- 
est qualifications, and there are often 
great satisfactions and excellent re- 
wards to be obtained in such posi- 
tions. 

Nevertheless, the young chartered 
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accountant is most likely to think of 
his future in terms of managing, 
either in the accounting field or in 
the broader area of administrative 
management. It has been said fre- 
quently that the accounting training 
is the best possible training to qualify 
a man for top management posts. 
While this may be true, it is usually 
not recognized (particularly by ac- 
countants) that the accounting edu- 
cation courses provide virtually no 
training in the techniques of man- 
agement. The young accountant must 
still learn these techniques from ex- 
perience. Those who take the appren- 
ticeship training in preference to the 
university degree course have had far 
greater experience in dealing with 
people and are usually, therefore, in 
a better position to learn quickly the 
necessary techniques of management. 
However, before he can achieve his 
goals in the industrial accounting field 
every young chartered accountant 
must learn the problems of super- 
vision, delegation, planning, hiring 
and firing. 


As an employee rather than a pro- 
fessional man practising his profes- 
sion, the young chartered accountant 
must conform to company aims and 
policies and he must use his special 
abilities so as best to serve the com- 
pany. He soon finds that he has a re- 
sponsibility to develop positive and 
ingenious ways and means of using 
accounting to achieve legitimate busi- 
ness ends, even though his instinctive 
tendencies seem to be to point out 
what cannot be done rather than 
what can be done. He has not yet 
had time to discard the shining 
armour of inflexible honesty and ob- 
jectivity and is prone to jump at 
what seems at first glance to be 
attempts by management to bend 


accounting rules and principles to suit 
particular cases. His inevitable re- 
action to a criticism of established 
accounting rules is to quote a law 
regarding financial statements and to 
exhibit his knowledge of accounting 
technicalities rather than to search for 
an ingenious alternative to assist man- 
agement. To be constructive, how- 
ever, he must know when it is im- 
portant to take a stand on a tech- 
nical accounting point and when it is 
his job to convince the professional 
auditor in himself that the point is 
unimportant. 

The positive aspects of industrial 
accounting, including the develop- 
ment of forecasts of sales and mar- 
kets, production costs, expenses and 
all the other factors entering into 
financial results, present a real chal- 
lenge. The accountant is not just an 
adder of figures; he must satisfy him- 
self of their reasonableness, which in- 
volves a sound knowledge of the 
problems and prospects in sales, in 
production, in raw materials purchas- 
ing, in general business conditions, in 
wage rate trends and many other 
factors. To produce intelligent and 
worthwhile forecasts and budgets, the 
accountant must use his knowledge 
and be prepared to stand up to the 
experts in these fields. He must be 
open-minded and defer to the judg- 
ment of those more knowledgeable, 
but he must have good reason for so 
doing. Obviously, this type of re- 
sponsibility can only be carried by 
a mature individual, thoroughly 
skilled in industrial accounting and 
thoroughly knowledgeable in his in- 
dustry. Unfortunately, many young 
chartered accountants do themselves 
great harm by behaving immaturely, 
by professing a business knowledge 
they do not have, and by questioning 
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the judgment of skilled staff in sales, 
production or development who know 
the answers. 


Criticisms of Accountants in Industry 


COHERENCY 

An important criticism of young 
accountants is their incoherency in 
everyday language. The first tasks of 
the new industrial accountant are 
usually the recording of transactions 
and the preparation of reports analyz- 
ing these transactions. Although he 
thus starts out as a communications 
officer, the formal educational courses 
which he has taken are sadly deficient 
in communications content. These 
courses place great emphasis on the 
wording of audit certificates and 
even greater emphasis on the form of 
financial statements spelled out in 
Companies Acts. While such cer- 
tificates and statements are vital for 
professional purposes, they are in- 
significant for industrial purposes. 


In order to succeed the industrial 
accountant must be able to express 
himself lucidly, both orally and in 
writing, and frequently his expression 
in writing must be in the form of 
financial statements or schedules of 
a type which he has never encounter- 
ed during his formal education. As a 
result, in the eyes of industrialists the 
young chartered accountant is usually 
incoherent and excessively formal, 
both orally and in writing. Similar 
criticisms do not seem to apply to 
other specialists, whose training ap- 
pears to recognize that most of them 
will work in an industrial environ- 
ment. Since the non-accountant in 


industry naturally assumes that the 
accounting courses provide the same 
degree of education for industrial life 
as do the courses of other technical 
skills, he is also liable to assume that 


chartered accountants as a class are 
dense. 


DETAIL 

In his initial approach to industrial 
accounting work the young chartered 
accountant seems to think in terms of 
detail to a degree of redundancy. It 
is true that every transaction no 
matter how small must be recorded 
in the company’s accounts, but the 
accountant’s task is to find ways to 
process accounting information in 
such a manner that important points 
are highlighted and unimportant de- 
tails are subordinated. He is working 
almost entirely for managers who do 
not have accounting qualifications 
and who do not appreciate the tech- 
nical niceties of accounting. There- 
fore, excessive detail can only cause 
confusion and annoyance and this, in 
turn, will mean that financial in- 
formation does not receive proper 
consideration and that the accountant 
has failed in his primary responsibil- 
ity of communication. The inability 
to differentiate between the important 
and the unimportant stems from the 
training which he has received in 
observing meticulous exactitude at all 
times. It is also due, however, to his 
not having been trained in the con- 
ceptual skills of business. Until he 
has a broad business concept, he will 
inevitably annoy managers and staff 
alike by placing undue emphasis on 
unimportant items. 


SPEED VERSUS ACCURACY 

To the professional accountant, ac- 
curacy, like cleanliness, is next to 
godliness. In industry, however, 
speed is also vital. The accountant’s 
task is to reconcile these two, that is, 
to produce vital information quickly 
while at the same time observing the 
accounting requirements of accuracy 
in the original records. There is no 
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question of the need of absolute ac- 
curacy in the company’s published 
financial statements. However, most 
of the work of the industrial account- 
ant is concerned with supplying in- 
formation for management for plan- 
ning or control purposes, and usually 
preliminary approximate figures are 
infinitely more valuable than delayed 
detailed figures. The young chartered 
accountant must learn to judge the 
degree of accuracy required for any 
particular type of financial informa- 
tion. The techniques of industrial ac- 
counting, in so far as they are con- 
cerned with the rapid reporting of 
control information and development 
of planning information for manage- 
ment, are virtually ignored in the 
professional accounting education 
courses because they are not a re- 
quirement for the practice of the ac- 
counting profession. 


JARGON 

Another problem of the new ac- 
countant in industry is the use of 
accounting jargon. Every profession, 
like every technical skill, has its own 
jargon. The accountant, the engineer, 
the chemist or the economist has de- 
veloped his own language to express 
his technical thoughts. Yet, since his 
primary responsibility is one of com- 
munication with non-accountants, the 
accountant must expect to fail in his 
responsibilities and be the butt of 
serious criticism until he learns to ex- 
press his information both in writing 
and verbally in everyday terms un- 
derstandable by all. 


Cost or ACCOUNTING 

The cost of accounting work has in- 
creased at an alarming rate. The 
number of people engaged in ac- 
counting or clerical functions in in- 
dustry has grown at a much greater 
relative rate than the number in pro- 


duction or sales. Industrial account- 
ants must accept responsibility for 
this inefficiency and for control of the 
cost of accounting. The young ac- 
countant in industry must realize 
that he is part of the overhead and 
that he has a real responsibility to 
keep overhead to a minimum. In de- 
manding work standards, he must 
compare the cost of obtaining a de- 
sired degree of accuracy with the 
relative value of that accuracy. Very 
often an approximate figure will serve 
a purpose adequately and the addi- 
tional expense of developing a more 
accurate figure is unwarranted. He 
must even question whether a state- 
ment or report is, in fact, worth the 
cost of its preparation. Nothing in his 
education has trained the young ac- 
countant to worry about the cost of 
accounting, and yet the reduction of 
overheads and particularly a decrease 
in the amount of paper work in indus- 
try is vital to the growth of industry 
in this country. 


AUTOMATION 


Another big problem for the new 
accounting graduate is the rapidly 
changing accounting technology in 
industry. The electronic computer is 
here to stay. Already big industry has 
found a way to mechanize virtually 
all of the bookkeeping functions and 
this trend will inevitably continue. 
The accountant does not need to 
know how a computer works, but he 
must know what it can do if he is to 
take his place as an industrial ac- 
countant. The mechanization of ac- 
counting systems eliminates much of 
the human effort in bookkeeping and 
brings about a rapid or even sudden 
production of financial information. 
Thus the methods of accounting, con- 
trol, analysis and communication have 
already been revolutionized. 
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Naturally, accounting education has 
not yet been able to develop courses 
in this area, and there is no real rea- 
son why the professional accounting 
courses should train accountants in 
this field, except to the extent that the 
professional auditor is faced with 
new problems in auditing records 
maintained by mechanical means. 


Opportunities for Accountants in 
Industry 

It is incorrect, however, to get the 
impression that the new accountant 
in industry has a_ thankless task, 
doomed to eternal criticism by man- 
agement for faults that result inevit- 
ably from a weakness in his educa- 
tion. The facts are entirely different. 

Having studied all branches of in- 
dustrial effort, I know of none which 
offers a greater satisfaction or a better 
opportunity to succeed ultimately to 
administrative management, than 
does the accounting-financial func- 
tion. Of the fundamental divisions of 
management — production, sales de- 
velopment, and accounting or finance 
— the first three are more confining 
than is the last. From the outset of 
his industrial life the accountant is 
concerned with analyzing and report- 
ing on the total results of his com- 
pany, not only the production prob- 
lems or the sales situation or possible 
future developments, but the total of 
all these and also the problems of tax- 
ation, expense budgets, financing cap- 
ital needs, credit policy, cash and in- 
vestments. Thus he learns to evalu- 
ate all of the factors bearing on his 
company’s operations, to measure the 
relative importance of each and ex- 
press his findings coherently, so that 
plans of operation can be formulated, 
responsibilities delegated, execution 
controlled, and achievements ana- 
lyzed and evaluated. 


The responsibility of the senior ac- 
counting and financial management 
positions compares favourably with 
the senior responsibilities of all other 
branches of operation, and thus pro- 
vides as great opportunities and satis- 
factions as any other industrial oc- 
cupation. Because he must report 
on all phases of business, the account- 
ant must acquire the broadest concept 
of operations. What better training 
is there for administrative manage- 
ment where conceptual ability is the 
one absolutely essential skill of the 
manager? 


Conclusions 

The young accountant in industry 
functions chiefly in a staff area, col- 
lecting, processing and distributing 
information. Just as the ability to ex- 
ploit plans or incidental intelligence 
has won wars, and delay in obtaining 
intelligence reports has lost them, so 
also business success may stand or 
fall on the timing and reliability of 
information. 

The importance of professional ac- 
counting integrity and exactitude can- 
not be overemphasized. Human na- 
ture will cause men to exploit their 
fellows whenever an _ opportunity 
arises. This weakness brought about 
the introduction of legal controls over 
joint stock companies which, in turn, 
was responsible for the professional 
status of accounting. Nevertheless, 
the accountant in industry is an in- 
dustrialist first and an accountant 
second. Seldom is he in fact asked to 
bend his principles and one of his 
main values is to preserve his pro- 
fessional integrity and to see to it that 
his company stays on the rails. But at 
all times his approach must be con- 
structive and positive. He must be 
part of dynamic management — not a 
dessicated archivist. 
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The accountant must process his 
information rapidly and present it 
lucidly. Financial information is use- 
less if it is too late, if it is not under- 
standable, or if it is just not read. It 
must be selective, simple and short. 
Accuracy is vital for formal state- 
ments but speed is essential for in- 
ternal management statements. The 
accountant in industry must observe 
both but must know when each 
has precedence. 


To achieve his greatest potential 
the chartered accountant in industry 
must be a manager rather than a tech- 
nical specialist. His first management 
function will be in the accounting or 
financial field but ultimately he will 
move into the administrative man- 
agement area because his background 
and experience give him the concept- 
ual skills necessary. 


The problems and difficulties of the 
new chartered accountant entering in- 
dustry seem to stem from a mutual 
lack of understanding. The account- 
ant fails to understand the true nature 
of the work for which he has held 
himself out to be qualified, and the 
industrial manager fails to under- 
stand why the chartered accountant is 
not a fully qualified industrial con- 
troller or treasurer. So long as he is 
working under an experienced indus- 
trial accountant, the new chartered 
accountant will survive his initiation 
pericd and, if he has what it takes, 
he will benefit from the training and 
take his proper place in industry. In 
the meantime, he is going to get his 
ears pinned back by sales managers, 
production managers, assistants to 
managers and maybe even assistants 
to the assistants. If he recognizes 
wher. the pinning back is justified, he 
will learn from it. If he stands on his 


two feet on those occasions when he 
is right, he will earn their respect. 
If many of his difficulties can be 
laid primarily at the door of inade- 
quate technical education for indus- 
trial accounting, what can be done 
about it? There may be scope for 
the development of single accounting 
courses designed to train graduates 
for either industry or the profession. 
But it seems doubtful whether such 
a dual course could be devised with 
any real promise of success. The pro- 
fessional accounting education has 
been well designed and well admin- 
istered and has trained good profes- 
sional accountants. Possibly industrial 
accounting training can be improved 
by greater cooperation between uni- 
versities, the professional accounting 
body and some organization of indus- 
trial accountants. An internship ap- 
proach towards industrial accounting 
education might be useful. Such an 
approach would compare with the 
apprenticeship now necessary to ob- 
tain the professional accounting de- 
gree, and in my experience the young 
chartered accountant who has had 
the maximum apprenticeship experi- 
ence is better equipped both for pro- 
fessional and for industrial life than is 
the graduate who has had a minimum 
apprenticeship experience. 


If, however, it is true that indus- 
trial accounting and financial man- 
agement are subjects quite different 
from professional accounting and 
auditing, it follows that the leaders 
in the former field should assume 
their true responsibilities and under- 
take their share of teaching. The 
senior professional accountants are 
to be found in the classroom impart- 
ing their wisdom and experience to 
entire classes of students, in addition 
to the great amount of time they 
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spend each day personally training 
those students who are apprenticed to 
them. Similarly, the most respected 
corporate controllers and treasurers 
should be out lecturing to students on 
the aims, techniques and problems 
of industrial accounting, in addition 
to training their own employees. On 
the most capable men in each calling 
rests the sacred duty of passing on 
their skills to those anxious to suc- 
ceed in their field. To say that 
courses and facilities are not set up 
for this purpose is begging the issue! 
And to expect to train controllers or 
treasurers by means of an executive 
seminar or a series of evening lec- 
tures once a week through the winter 
is childish! 

Most of this commentary on indus- 
trial accounting problems and oppor- 
tunities probably applies primarily to 
the larger companies. Some com- 
panies demand much higher stand- 
ards than do others, and in some com- 
panies accounting procedures and sys- 
tems are elementary. This is usually 
more true of the small businesses 
built up by individuals whose prim- 
ary concern has been production and 
sales, and m such cases the young 
chartered accountant may be instant- 
ly valuable and may perform out- 
standing services. However, a young 
chartered accountant accepting such 
a position must recognize that his 
training in industrial accounting will 
thereafter be limited to what he 
teaches himself, and this will, in turn, 
limit his future as an industrial ac- 
countant. The young chartered ac- 


countant who has the good fortune 
to be employed under a top-flight 
controller or treasurer may feel in- 
significant and may have a reasonably 
difficult period of readjustment to 
face, but in the end his fullest poten- 
tialities will be developed as he re- 
ceives training from a master in the 
art. 


It is a truism to state that patience 
and understanding bring their re- 
wards. Nevertheless, the young ac- 
countant must recognize this fact be- 
cause from the beginning of his in- 
dustrial life he is “overhead” and 
somebody else must produce and sell 
enough goods to pay his salary. He 
is sitting at a desk pushing paper 
around while others are on the firing 
line selling products or making pro- 
ducts. The fault in his education 
which has failed to fit him for many 
of the technical and managerial prob- 
lems inherent in his work causes him 
real difficulties in establishing his 
position, in commanding the con- 
fidence of his non-accounting associ- 
ates, and in making a contribution to 
better management. Nevertheless, the 
fact that so many accountants suc- 
ceed in industry is good proof that 
they have a contribution to make and 
that their value will be recognized if 
they are sufficiently capable and have 
the courage to demand acceptance of 
their sound viewpoints and recogni- 
tion of their potentialities. Let us 
hope that something can be done in 
the field of accounting education to 
make their tasks easier. 
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A Program for Executive 
Development 


DAVID B. WATSON 


IN ANY ORGANIZATION, the most im- 
portant factor in achieving its aims 
is the people who make the decisions. 
Ralph Cordiner, president of General 
Electric, recently emphasized _ this 
when he said that “not customers, pro- 
duct, or money, but managers” would 
be the key to the success of General 
Electric. He said too that the de- 
velopment of adequate numbers of 
better managers is the most important 
problem facing any company. 


Although Sputniks, Explorers, and 
other heavenly bodies have focused 
public attention on the need for en- 
gineers and_ scientists in recent 
months, the real shortage is still in 
the field of management, and it is the 
deficiency of experienced executives 
which holds back the progress of a 
business. The absence of forward 
planning and sound decisions, lack of 
the germination of ideas, and failure 
to attract required additional capital 
are usually far more disastrous than 
a shortage of engineers. Perhaps the 
greatest failure of management oc- 
curs when it ignores the necessity to 
provide its own succession and to en- 
sure that it has a reserve of qualified 
managers which can be drawn upon 
as required by expansion and time. 
It is not easy to build up a reserve 





of qualified personnel, and it certainly 
does not happen by itself. It demands 
a well thought-out and effective con- 
tinuing program of selecting promis- 
ing young executives and accelerating 
their development so that they qualify 
for senior posts at a sufficiently early 
age to obtain the maximum use from 
their training. 


An executive development program 
must be tailored to meet the problems 
and objectives of the individual com- 
pany. However, there are certain 
basic requirements which apply re- 
gardless of the size, objectives, oper- 
ating conditions and structure of the 
company. These can be defined as: 


1. Determining the organization plan, 
both present and future. 

2. Deciding the fundamental require- 
ments of each executive position. 

3. Evaluating personnel available. 

4, Preparing a replacement inven- 
tory. 

5. Evolving individual development 
programs. 

6. Frequent appraisal of those par- 
ticipating in the program. 

It must be emphasized that all these 
are elements of a continuing process, 
which must have the constant atten- 
tion, sympathy and cooperation of 
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top management, if the plan is to have 
any likelihood of success. 


Determining the Organization Plan 


This is probably the most import- 
ant part of the whole program. Un- 
less the structure of the organization 
is sound, no executive is likely to be 
fully successful, nor will it be pos- 
sible to train his successor adequate- 
ly. In addition, unless the organiza- 
tion is planned properly, it will be 
difficult to determine the type of 
executive who is needed. 

Of equal importance is the neces- 
sity to foresee the future structure of 
the organization, because until this is 
known the development of future 
executives may have a completely 
wrong emphasis. 

The organization plan should per- 
mit the grouping of like responsibil- 
ities and limit the span of control 
(the number of individuals reporting 
to an executive) so that adequate at- 
tention can be given to each function. 
No responsibilities should overlap. 
The organization must also be flexible 
so that it can contract or expand ef- 
fectively in accordance with future 
requirements. 


Deciding Position Requirements 
In order to permit adequate selec- 
tion and nurturing of executive per- 
sonnel, the requirements of positions 
to be filled must be defined. In each 
case, it is usually desirable to combine 
this with the specifications required 
in the next higher position, so that the 
development of individuals will be 
logical. 
The specifications should include: 
(a) Degree of personal characteris- 
tics required, e.g. tact, persuas- 
iveness, imagination, willingness 
to locate abroad, etc. 


(b) Specialized knowledge, experi- 

ence or skills needed. 

(c) Particular age or health require- 

ments. 

The above are, of course, addition- 
al to the necessary degree of man- 
agement skill and any above-normal 
emphasis on planning, forecasting, co- 
ordinating or leadership. 

The purposes of this man-specifica- 
tion are threefold: 

1. To ensure that the most appropri- 
ate person is selected for each po- 
sition. 

2. To determine areas in which in- 
dividuals require further experi- 
ence or training. 

8. To indicate requirements which 
present incumbents do not have 
and in which they require super- 
vision or assistance. 


Evaluating Those Available 


The available material must be ap- 
praised with regard to capacity, 
knowledge, experience and executive 
qualities before any planned develop- 
ment starts. However, the appraisal 
must also be a continuing process, not 
only in order to determine the success 
of the plan but also to ensure that 
each individual is capable of the 
further cultivation required. The 
sources of information to permit the 
appraisal to be effective include per- 
formance ratings by supervisors, 
psychological tests and interviews by 
senior management. 


The appraisal must evaluate three 
major characteristics of the individ- 
ual: 

(a) The degree possessed of the per- 
sonal qualifications required for 
executive success (imagination, 
initiative, loyalty, leadership, 
etc. ). 

(b) The specific knowledge, experi- 
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ence and technical skills possess- 
ed. 

(c) The ability to learn and use gen- 
eral management skills (decision- 
making, communicating, using 
forecasts and management re- 
ports, etc.). 

Following the appraisal, there must 
be an evaluation of the information 
obtained and a decision made regard- 
ing the individual’s potential for pro- 
motion. 

While there is not complete agree- 
ment on the essential requirements for 
successful management, the following 
traits are usually found in a good 
executive: 

1. Ability to think and plan effective- 
ly, taking into account all relevant 
factors, seeing the relationship be- 
tween apparently isolated facts or 
events, and then making decisions 
without procrastination. 

2. Ability to believe in his own de- 
cisions and to convince others that 
his plans are the most effective. 

3. Ability to understand people, so 
that he will know how they will 
react and how to motivate them to 
follow his leadership and work 
successfully with each other. 

4. A desire for achievement, so that 
there is a constant strong driving 
force. 

5. Mental and emotional alertness, 
so that he attacks problems ag- 
gressively and with foresight. 

6. A balanced way of life with out- 
side interests and a happy home 
life which allows him to relax 
away from the job. 


The Replacement Inventory 

Having decided upon the executive 
positions to be filled and their re- 
quirements in terms of people, and 
having evaluated those persons avail- 


able and suitable for advancement, 
the next step is to prepare what is 
sometimes known as a replacement in- 
ventory. This provides a means of 
comparing the company’s needs with 
the availability within the company of 
suitable personnel. It gives the man- 
agement the key to its future promo- 
tion policy. While it does not neces- 
sarily reflect the intention of man- 
agement regarding any appointment 
to a particular position, it does show: 


(a) Who is suitable now to fill a posi- 
tion if it becomes unexpectedly 
vacant. 

(b) How long it will take a potential 
executive to be ready to fill a 
specific position. 

The inventory itself should be in 
the form of a two-part cross-index. 
The first part should refer to the 
present and anticipated executive 
positions in the company. This 
should indicate, for each position, the 
characteristics required in the holder, 
pertinent facts regarding the present 
incumbent, such as age, possibilities 
of promotion or loss, medical condi- 
tion, etc., and the first, second and 
third likely replacements, with details 
of their condition of readiness, specific 
areas where training is needed, like- 
lihood of loss and any other pertinent 
details. The inventory also indicates 
positions for which there is no suit- 
able replacement, both at present and 
within the likely time available for 
development. It thus shows up the 
need for recruitment and the type of 
person to be sought. 


The second part of the replacement 
inventory should be a listing of all 
present and potential executive per- 
sonnel in the company, showing, for 
each, the positions which he appears 
to be most suited to fill in the future, 
with the date by which he is likely to 
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be ready and the areas in which he 
requires further development. The 
aim should be to have at least two 
persons available now and in the 
future for each key position. 

A valuable adjunct to the replace- 
ment inventory is a chart showing the 
present organization, with the name 
of each member of the existing staff 
enclosed in a rectangle with its out- 
line coloured to indicate: 

promotable immediately 

promotable after 1 year in present 

position 

promotable after 2 years in present 

position 

promotable after 3 years in present 

position 

not suitable for promotion. 

Each rectangle should also be “hatch- 
ed” in colour to indicate: 

position can be filled immediately 

position can be filled after 1 year 

position can be filled after 2 years 
position can be filled after 3 years 
position cannot be filled. 

This chart should be redrawn at 
least once a year. 


Evolving Individual Development 
Programs 

Once the replacement inventory has 
shown the likely future for present 
and potential executives, an individual 
development program must be de- 
signed for every person in order to 
meet both the company’s and the in- 
dividual’s needs. The program should 
include target dates at which each of 
its phases is expected to be completed. 
These target dates must be realistic 
and therefore should be constantly re- 
vised as the individual’s progress is 
appraised. 
Three Concepts 


While the development program 
for an individual can take many 











forms, it is always a combination of 
three basic concepts which must exist 
if the program is to be successful. 


1. Ensure the individual obtains 
maximum experience from each 
job 

To a great extent this depends on 
the interest of the superior in develop- 
ing his staff, although general direc- 
tion must be given by top manage- 
ment to ensure that the individual re- 
ceives adequate opportunity to de- 
velop. The superior should: 


(a) Ensure that problems which he 
would normally handle himself 
are given to the potential execu- 
tive, so that the latter under- 
stands the type of decisions 
which an executive is required 
to make. He should give guid- 
ance where the problem is a new 
experience for the subordinate, 
or where the latter has reached 
the wrong conclusion. This ap- 
proach is particularly realistic in 
that the potential executive is 
able to obtain any additional in- 
formation he requires and can 
relate the problems to his every- 
day work. 
Take the potential executive with 
him to executive meetings. Not 
only does this allow the former 
to get to know the other execu- 
tives, but it permits him to be- 
come familiar with company 
policy and the manner in which 
it is defined. 

(c) Delegate more responsibilities to 
the subordinate as the latter in- 
dicates he is capable of accept- 
ing them. 


(b) 


Almost the entire success of this ap- 
proach depends on the personality of 
the superior and the trouble he takes 
with the potential executive. Thus 
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the attitude and the cooperation of 
the superior must be watched care- 
fully by the management, and care 
taken to ensure that the subordinate 
is not retarded by jealousy, overwork 
or lack of understanding on the part 
of the superior. However, regardless 
of what other forms the program may 
contain, it must include on-the-job- 
training. Thus coaching by the im- 
mediate superior is essential. No pro- 
gram will ever be successful until 
every supervisor understands that he 
has a personal responsibility to de- 
velop those who report to him, and 
any supervisor who does not accept 
this situation has no right to be con- 
sidered for promotion, or entrusted 
with any responsibility involving the 
supervision of staff. 


2. Planned job rotation of the 

individual 

Job rotation is a normal part of 
every executive's development, be- 
cause only in this way can he obtain 
practical experience in the responsi- 
bilities which he will be required to 
assume later. Not only does this give 
him greater understanding of the 
aims and operating methods of the 
company, but also compels him to 
adjust to new problems and realize 
the overall effect of management de- 
cisions. 


The rotation should be well plan- 
ned, so that the executive's experience 
gained in this manner is going to be 
of real value to him in the positions 
which he is destined to occupy in the 
years to come. Great care must be 
taken to prevent participants being 
sent on a “Cook’s tour”. They must be 
given increasing responsibility and 
authority in each successive job, and 
should remain in each for at least a 
year. 


8. Use of formal training programs 
Formal training programs can take 
two forms, or be a combination of 
both. The first, administered within 
the company, consists of lectures 
and discussions intended to educate 
the students in the policies and opera- 
tions of the company, the problems 
which face it and the way they are 
met. Formal instruction in techniques 
required to be known in specialized 
activities may be given by such com- 
pany executives as the comptroller, 
purchasing agent, plant manager, 
merchandising manager, industrial en- 
gineer, personnel manager, etc. 

The second method is to send the 
trainees on courses with outside edu- 
cational authorities, such as American 
Management Association, or universi- 
ties which operate management train- 
ing courses. Apart from the direct 
educational advantage which such 
courses give, the trainee also has the 
opportunity of meeting and associat- 
ing with members of different com- 
panies and industries, and learns of 
the different approaches which are 
made to common problems. 


Appraisal of Those Participating 
Once the program is underway, 
there must be a frequent appraisal 
of the inventory, to determine 
whether the development is progress- 
ing as anticipated. This appraisal 
should start off with the rating of each 
individual by his immediate superior 
to determine how much he is learn- 
ing, how he accepts responsibility, 
and how he deals with people. Top 
management should also get to know 
him well so that they can make their 
own evaluation of his character and 
the manner in which his executive 
ability is unfolding. Finally, there 
should be a formal appraisal meeting 
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every six months or so, which all 
members of senior management at- 
tend, and at which each person on 
the replacement inventory is carefully 
discussed and evaluated in terms of 
the characteristics outlined earlier. 


As a result of each appraisal meet- 
ing the replacement inventory should 
be re-examined and corrected, and the 
future program for each individual 
carefully reviewed in the light of the 
trend shown by the appraisals. 


Introduction of New Blood 

It is not always advisable to fill 
executive positions entirely from with- 
in. Sometimes a fresh viewpoint or 
practical experience in other com- 
panies is essential. At ;other times 
adequate replacements cannot be de- 
veloped from available personnel 
within the required time. 

The decision to introduce “new 
blood” at a senior level is always 
difficult to make, not only because it 
lowers the morale of the existing staff 
by closing off or slowing down pro- 
motion, but also because it always 
introduces a delay while the new 
executive is getting the “feel” of the 
company, its operations, personnel, 
and policy. As a result of these 
difficulties some managements refuse 
steadfastly to introduce new execu- 
tives, even when their need is essen- 
tial. Thus they cause more problems 
than if they had taken the unwelcome 
step. The inevitable result of this 
form of procrastination is the promo- 
tion of individuals who are untrained 
or unfit to carry out the responsibil- 
ities assigned to them. 


The Prizes 

Executive development must be a 
long-range program, and its continu- 
ance for years after the first flush of 
enthusiasm is likely to test the verve 








and determination of the top manage- 

ment group. It may be a long time 
before the benefits become visible. 
As a consequence there is always the 
danger that the initial enthusiasm will 
die, and the program with it. How- 
ever, companies whose top manage- 
ments are progressive and determined 
enough to persist will reap these 
priceless benefits: 

1. A management pool of trained 
executives who have a full appre- 
ciation of the company’s opera- 
tions. 

2. Adequate management 
among operating executives. 

8. Minimum delay and disruption in 
filling new management positions 
and replacing retiring executives. 

4. High morale among executives 
and trainees. 

5. Attraction to the company of able 
men who know their abilities will 
be recognized. 

6. Increased span of productive life 
in top level executives. 

Many Canadian companies today 
are unable to claim the existence of 
any of the above situations. In these 
companies, an effective plan to pro- 
vide adequate management succession 
is needed more vitally than any other 
project to ensure their continuing 
progress. 


skills 


The Cost 


At first glance the program out- 
lined above may appear to be an ex- 
pensive addition to operating ex- 
penses. The main cost in fact is like- 
ly to be in management time, rather 
than in the outlay of dollars, but in 
any event the program should be 
looked upon as an essential invest- 
ment to ensure the future progress 
and development of the company, not 
as a charge against today’s operations. 
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In times of recession, when the 
necessity of carefully reviewing all 
costs and commitments incurred by a 
company becomes a matter of out- 
standing importance, there is a tend- 
ency to scrap or reduce long-term 
plans and investment in the future. 

Such action should not be permitted 
to interfere with the introduction or 
continuation of a management succes- 


key employees so that they use their 
time to the maximum effect, of teach- 
ing them to be cost-conscious, and 
providing early replacements for in- 
effective executives who are not cap- 
able of using the company’s capital 
to the best advantage. The com- 
panies which have had a good man- 
agement development program for 
some years will be those who will best 


sion program. A properly designed ride out current business difficulties. 
program will not result in unnecessary Companies without such a program 
expenses, an overpaid staff, or too at present will obtain great assistance 
many executives. Instead it should in dealing with their problems by in- 
have the opposite effect of training troducing one at an early date. 


TOWARDS MORE UNIFORM STANDARDS 


Consumers, business and labour must have an independent professional 
body to establish the accounting principles by which the profits used in 
negotiating prices and wages and in making investment decisions are deter- 
mined. These principles must be determined as independently of business in- 
fluence as of the influence of labour and consumers. 

When accounting principles are determined in a manner that is fair to 
each of the conflicting interests, consumers can determine from the reports 
to the public whether the prices they pay for the products result in fair 
wages and a fair return on capital. Different groups may argue as to how 
the profits are to be distributed, but what the profits are should not be subject 
to confusion and controversy. Until objective standards of accounting are 
established, adopted by the profession, and explained concisely to the public, 
corporate reports will continue to be suspect to all. Certainly we do not want 
rigid regulations. We want all the flexibility needed so that each company 
can report as accurately as possible on its own situation. But we also want 
better standards of what is right and what is wrong to govern the choice of 
alternative methods of reporting costs and income. 

—From “Challenge to Public Accounting,” by 
Leonard Spacek, Harvard Business Review, 
May-June 1958. 








Operation of the Toronto Stock 
Exchange Clearing System 


J. W. SOMERVILLE 


Tue Toronto Stock Exchange clear- 
ing house, operated as a department 
of the Toronto Stock Exchange, is one 
of the many services provided by the 
exchange for its members. Its func- 
tion is quite simple, namely, to reduce 
to a practical minimum the number 
of stock certificates and the amount 
of money required to settle the trans- 
actions arising from the daily trading 
between members on the floor of the 
exchange. 

There are 86 member firms and 
member corporations using the facili- 
ties of the clearing house. The other 
14, making up the total exchange 
membership, are either out-of-town 
firms without representation on the 
floor or firms which have their floor 
trading and clearing done by other 
firms on a “jitney” or agency basis. 
For the sake of simplicity it will be 
easier to refer to the partnerships and 
corporations as individuals, i.e. the 
member or seat-holder for the part- 
nership or corporation. 


The Clearing House Operation 
Now it is quite possible that in the 
course of a trading day, one member 
will have transactions with all the 85 
other members. It is also the common 
case that the one member will be 
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both a buyer and seller of any one 
of the 1,150 securities listed on the 
exchange in executing orders during 
one trading day. If the member were 
required to settle each transaction in- 
dividually with all the members with 
whom he had traded, he would have 
to deliver stock certificates to, say, one 
half the other members and receive 
deliveries from the other half. In fact, 
he could quite often be in the posi- 
tion of both delivering and, at the 
same time, receiving the same securi- 
ties from the same member. More- 
over, he would perhaps have to de- 
liver a marked cheque to one half the 
members. 

It is quite obvious, therefore, that 
there must be a better way. The 
members’ messengers themselves 
could do much better than this. They 
could meet in one convenient place 
and then pass stock certificates and 
cheques among one another, thus 
saving themselves a great deal of 
walking about. This scene contains 
the rudiments of a clearing operation. 

To go back to the individual mem- 
ber again, as he will be both a buyer 
and seller of securities on any one 
day, by listing all his trades in terms 
of the gross amount of each trade, a 
net balance can be obtained which 
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will show whether he owes money to 
the other members or the other mem- 
bers owe him money, taking them as 
a whole. If the same is done for each 
member and the clearing house opens 
a bank account, receiving in the funds 
from the paying members and pay- 
ing out the funds owed to the other 
members, we have effected a clearing 
of the money very simply. 

The same treatment can be applied 
to the stock certificates, although un- 
fortunately it does not work out quite 
as neatly. The member, on balance, 
will be either a deliverer or receiver 
of stocks. If his trades in each secur- 
ity are listed and a balance struck of 
net shares to receive or deliver, all we 
have to do is designate who is to re- 
ceive those shares, have him deliver 
the shares to the clearing house where 
the member entitled to them can pick 
them up and we have effected a clear- 
ing of stock certificates. 

The number of stock certificates 
and the money required to complete 
a settlement of each day’s trading 
have thus been reduced to a practical 
minimum. As far as the money settle- 
ment is concerned, it is possible to 
reach near perfection. The funds ex- 
changed between members is reduced 
to about one-sixth of the dollar value 
of the shares traded each day. On the 
stock side, however, it is a matter of 
striving toward such a goal but fall- 
ing short of it because of some of the 
factors that will be discussed later. 
The number of shares cleared each 
day is, in fact, about 60% of the num- 
ber of shares traded on the floor. 


Example of Clearing Process 

To provide a sequential account of 
clearing process, we must start with a 
trade on the floor. The selling mem- 
ber (or his attorney) fills out a three- 


part floor ticket which reads that No. 
125, John Doe, floor trader for Doe 
& Co., has sold 500 shares of XYZ at 
$2.00 a share to No. 136, Jack Ray, 
trader for Ray & Co. (Code numbers 
are assigned to members for trading 
and clearing purposes.) Two initial- 
led copies are handed to the buying 
trader who also initials them to in- 
dicate his check of the inscription and 
he in turn, retaining one copy, passes 
the original into the exchange where 
it is time-stamped and sent by pneu- 
matic tube to the clearing house de- 
partment. 

The three-part floor ticket is a very 
important item in the entire opera- 
tion as each member returns his copy 
of the ticket to his office during the 
day. This permits the checking of the 
details of the transaction and the cor- 
rection of errors almost as they occur 
and before they get too far into the 
clearing operation. For the further the 
error gets into “the works”, the more 
difficult and time-consuming is the 
correction of the error. We have found 
an error-rate of about 100 per day 
tolerable. In fact, we experience a 
normal error rate of 40 to 50 a day or 
slightly under 1%. 


When the floor ticket is received by 
the clearing house department, a pre- 
punched card is pulled from a pre- 
viously prepared deck of cards for all 
listed stocks containing numerical and 
alphabetical stock code and abbre- 
viated stock name corresponding to 
the floor ticket. 


The cards also contain some minor 
control punches. The tub-file holds 
something like 75,000 cards for the 
1,150 listed securities. To the pre- 
punched information in the card, key- 
punch operators add the particulars 
of each trade, that is, the code num- 
ber for the seller and buyer, number 
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of shares, price, recorded time of 
trade. At the commencement of the 
operation it was found necessary to 
verify mechanically all cards to keep 
errors to a tolerable limit. 


Role of Calculator 


The card is then run through a cal- 
culator to extend the dollar value and 
re-run in reverse position to verify the 
calculations. In the same operation 
Ontario stock transfer tax is calculated 
and added to the cards. All cards are 
then reproduced to provide a second 
deck for the “buy” side. A few passes 
through sorters then enable us to 
produce a tabulated listing for each 
member of all his trades, both “buys” 
and “sells”, by stock, in alphabetical 
order. On this tabulator run, totals of 
shares sold, shares bought, debits and 
credits, net balance and tax total are 
also recorded and that information 
cut into cards for control purposes. 
Initially we went to some effort to 
balance shares and dollars before re- 
leasing the sheets to members. The 
finding of errors was found to be a 
time-consuming operation and virtual- 
ly unnecessary if we compared buy 
and sell cards by a run through a 
collator before the tabulator opera- 
tion. This ensured that there was a 
buy for every sell and that they 
agreed. It was hardly an accountant’s 
method of balancing, but it confined 
the errors due to the machine opera- 
tion to mechanical failure of the tab- 
ulators, an infrequent occurrence and 
readily detectible. 

The sheets coming out of the tab- 
ulator in two copies carry a listing for 
each trade of all the information in 
the card to date: code number of 
seller, buyer, abbreviated name of 
stock, number of shares traded, price, 
extension of dollar value of trade and, 
for “sell” cards, the calculated On- 








tario transfer tax. Totals and nets of 
shares and money are also printed for 
the member’s use. This operation at 
today’s volume of trading represents 
a run of 10,000 cards a day and in the 
busiest days of the market ran to 48,- 
000 cards a day. It produces a formid- 
able pile of folded forms several hun- 
dred feet in length. It is completed 
the same day the trade takes place. 


Error Detection 


The clearing sheets are picked up 
the next morning by the members and 
one copy returned the same day with 
corrections noted. Any changes are 
checked to see that both buyer and 
seller agree and a balance obtained. 
Incidentally, as an error in the num- 
ber of buying brokers is very easy for 
the member to detect and difficult to 
correct (the true buyer being un- 
known to the clearing house) mem- 
bers are fined $5 for each such indis- 
cretion. It seems to encourage a pro- 
per checking of floor tickets and re- 
places a much more elaborate system 
of fines previously used. 

After the corrections have been in- 
corporated in the decks by punching 
new cards and removing the offend- 
ing ones, the cards are run through 
the tabulators again to cut summary 
cards containing the net shares to de- 
liver or receive for each stock, for 
each broker, which are in turn listed 
showing the members who are to de- 
liver and the members who are to re- 
ceive each security on clearing. These 
listings are called allotting sheets. 
Their name gives a clue to their pur- 


pose. 


Non-Net Items 

One supplementary point arises. 
The number of shares of any security 
to be delivered or received by any 
one member obviously bears little or 
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no relation to the quantities of shares 
traded in individual transactions, as it 
is a net figure. Also it bears little or 
no relation to the actual denomina- 
tions of the stock certificates the mem- 
ber may have on hand and available 
for delivery. A member may have 
sold 500 shares of XYZ and bought 15 
shares the same day. He may have a 
500-share certificate on hand for de- 
livery. If he is asked to deliver 485 
shares he will be provoked, to say 
the least, although this would reduce 
to the minimum the total number of 
shares required to complete a clear- 
ing, which, it will be recalled, was 
the object of the clearing house. This 
ideal, however, will not be attained 
short of a central depositary, a con- 
sideration beyond the scope of this 
article. 

To reduce the provocation men- 
tioned as much as possible, we have 
arbitrarily selected a minimum quan- 
tity of shares for different classes of 
securities which results in as near an 
approach to the optimum as possible. 
Any transactions involving lesser 
amounts are separated out, listed on 
the bottom of the clearing sheets and 
their cards are not included in the 
netting of shares mentioned above. 
They are referred to as “non-net” 
items and are settled by a delivery 
from seller to buyer of the actual 
number of shares traded as mentioned 
later. 


Delivery Instruction Tickets 
Returning to the allotment sheets, 
in the typical case, there will be 
about eight delivering members and 
an equal number of receivers. Op- 
posite each member’s code number, 
there will be the net figure of the 
shares he is to deliver or receive. It 
is then possible to allot receivers for 
each deliverer. Whenever there are 


deliverers and receivers of equal num- 
bers of shares or where there are a 
number of deliverers and only one re- 
ceiver or vice versa, the allotting can 
be done by machine operation and 
this will be done prior to preparing 
the allotting lists. 

The allotting having been com- 
pleted in a manner which will reduce 
the number of deliveries to some- 
where near the minimum, cards are 
punched which contain the delivering 
and receiving brokers’ numbers and 
the number of shares to be delivered. 
These cards along with the cards sep- 
arated out as “equals” and “non- 
netting” are used to print, on one line 
of a three-part ticket, instructions to 
member No. 125 to deliver 500 shares 
of XYZ to No. 186. No dollar value 
is shown. These are called delivery 
instruction tickets. 


The fitting in and scheduling of the 
various machine and punching opera- 
tions is therefore important and was 
one of the governing factors in design- 
ing the system. Therefore, it made a 
three-day clearing cycle imperative on 
a one-shift basis. 


The delivery instruction tickets are 
picked up by the members’ messen- 
gers. With these at hand, the mem- 
ber goes to his securities box to make 
up his stock for clearing. Having 
found the 500 shares of XYZ, he fills 
in the certificate number or numbers 
on the ticket and attaches one copy to 
the certificate or certificates and in- 
serts the item in an open envelope 
with all other certificates he is send- 
ing to No. 186. The next morning he 
delivers all these envelopes to the 
clearing house, each with the ad- 
dressee’s number on the outside. They 
are then sorted into receivers and 
handed out after all settlement 
cheques have been received and 














42, THE CANADIAN CHARTERED ACCOUNTANT, JULY, 1958 


banked. The clearing house acts here 
merely as a post-office as the con- 
tents of the envelopes are not checked 
nor is any responsibility assumed for 
their contents. 


Inability to Deliver 

Unfortunately, there is sometimes 
more to the story. When the deliver- 
ing broker goes to his box with the de- 
livery instruction tickets, he may find 
that he does not have the certificates 
in the denominations necessary for de- 
livery. He has executed an order for 
a client who has not brought the stock 
into his office. It may be in his branch 
office and will require an extra day or 
more to get it to Toronto. It may be 
that the order was received from a 
New York broker who is in turn wait- 
ing to get the certificate out of New 
York clearing on a four-day cycle to 
which must be added two days’ ship- 
ping time. And then, of course, his 
client may have been a London 
broker where a two-week clearing is 
in practice. It is not uncommon to 
find that a bank or broker has sold 
stock for the executor of an estate, 
and it is found that the letters pro- 
bate and succession duty releases are 
not available until some time later. 
Finally, although he has the stock in 
his box, he may find it is not in the 
right denominations and he must send 
it into transfer to obtain the neces- 
sary “splits” to meet the delivery in- 
structions. 


“Fails” and “Put-Ons” 

For a variety of reasons, therefore, 
the delivering broker finds he cannot 
make delivery on the third day fol- 
lowing the trading date, which is re- 
ferred to as the settlement date or 
value date. He is aware of his pre- 
dicament the day before the value 
date when he received his delivery 





instruction tickets and so by the end 
of that day he has advised the clear- 
ing house by returning one copy of 
the ticket marked “fail”. Cards are 
punched from these tickets and 
duplicated, one card going back to the 
member who failed to deliver to pro- 
vide him with a card-file of these out- 
standing items. When he later finds 
he can make delivery, he returns the 
card marked “put-on”. As the “fails” 
and “put-ons” alter his original clear- 
ing balance, tabulations are run of 
these items almost as if they were a 
separate or sub-clearing, fail items 
being debits and put-ons being credits 
against the original clearing balance. 
The stock delivered on a put-on is 
put in the envelopes along with the 
regular delivery items. The routine is 
such that it is possible to give advice 
of a put-on by the close of business 
one day and receive payment shortly 
after noon the next day. 


Incidentally, from the clearing 
house copy of the fail cards, we are 
able to tabulate month-end lists of 
outstanding items between members 
which are of value to them in pre- 
paring monthly statements. The cards 
also provide a measure of control 
over the performance of individual 
members. 


Perhaps the process can be given 
more substance by taking a day in 
February when 3,451,000 shares were 
traded represented by 6,582 trades. 
As there was a buyer for every seller, 
this in turn meant 13,164 orders filled 
and the same number of clearing 
items for the exchange as a whole. 
After the netting and allotting process, 
there were 3,350 delivery instruction 
tickets issued representing 2,355,000 
shares. There were 1,688 fail items 
for 1,031,000 shares and 1,415 put-on 
items for 885,000 shares representing 
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items previously failed. The day 
ended with 3,077 items cleared for 
2,209,000 shares and none gone astray! 
The value of the shares traded was 
$4,993,008 and the clearing cheques 
totalled $794,073. 

Once the adjustments necessitated 
by corrections have been made to the 
original clearing balance as produced 
on the trading date, the money settle- 
ment causes the minimum of trouble. 
The member’s original net debit or 
credit is entered on a clearing settle- 
ment statement from which is deduct- 
ed the value of any fail items and to 
which is added the value of any put- 
on items going to him. A net amount 
of the cheque to pay to the clearing 
house or to be received from the 
clearing house is arrived at and upon 
receipt of marked cheques from pay- 
ing members, clearing house cheques 
are issued to the receiving members 
and all stock in clearing is released. 

There are more methods of settling 
of an item which should be mention- 
ed. On occasion a member may have 
every intention of delivering stock on 
the due date but he may find at the 
settlement date that he does not have 
the necessary stock certificate in de- 
liverable form. As it is now too late 
to deliver a fail item, he is then re- 
quired to issue a lieu cheque in sub- 
stitute for the stock in favour of the 
receiving broker. This does not en- 
ter into his clearing balance but the 
proceeds are held by the receiving 
broker until delivery is ultimately 
made. 


Other Clearing House Services 
Mention should perhaps be made of 

some other services performed by the 

clearing house, if only by little more 


than name. These include a clearing 
of trading between members in un- 
listed securities, clearing of dividend 
claims between members, the loan 
post, collection of Ontario transfer tax 
payments from members, and a trans- 
fer clearing which is in effect a post- 
office for handling stock going in and 
out of stock transfer and the collec- 
tion of transfer fees. 


The reader may judge how near- 
ly this clearing system approaches 
the stated object of reducing to a 
minimum the money and securities re- 
quired to effect a clearing. If the 
securities were as easy to handle as 
money, the results would be much 
better, of course. But perhaps the 
worst disease from which any system 
may suffer is atrophy. As the process 
of devising and putting into opera- 
tion goes on, decisions which are 
usually based on compromises are 
constantly being made and before one 
realizes it, they have become sacred 
laws. So a constant searching and re- 
examining is necessary to effect fur- 
ther economies and increase efficiency. 
Even as this has been written, for 
example, a study has been conducted 
which appears to offer the possibility 
of eliminating the tub-file by adding a 
further machine operation at a grati- 
fying reduction in cost. 

Studies are also being conducted 
on this exchange and elsewhere into 
the feasibility of a central depositary 
for securities. From the standpoint 
of the clearing operation it would re- 
duce the recalcitrant stock certificate 
to a book entry with an ease of hand- 
ling almost equal to the money settle- 
ment. Its other apparent advantages 
make a close examination imperative. 








THE INDUSTRIAL accountant may per- 
haps find himself wondering whether, 
in comparison with the attention he 
devotes to the manufacturing side of 
business, his service to sales manage- 
ment is in some respects less ade- 
quate. While production and its re- 
lated processes may be expected to 
demand more of his time, nevertheless 
the selling function involves many ac- 
tivities in which he can, and should, 
play a prominent part. 

Sales and profit analysis, control of 
distribution costs, determination of 
selling prices, and finished goods in- 
ventory control are four major as- 
pects of sales responsibility which 
provide ample opportunity for the 
accountant to aid the sales manager 
in effectively discharging his duties. 


Sales and Profit Analysis 


The preparation of sales and profit 
statistics is a service so well known 
and established that there is probably 
little to be gained by considering its 
varying forms in detail. These differ 
with the needs of individual busi- 
nesses and industries, but usually in- 
volve analyses and summaries each 
month, or at other regular intervals, 
by product groups, customers, terri- 
tories, sales representatives, or other 


How the Accountant Helps in 
Sales Administration 


ROY NIELD 


significant characteristics. Compara- 
tive and cumulative data are usually 
included, and the type, form and 
amount of information should be de- 
signed to meet the sales department's 
needs rather than the dictates of the 
accounting system in use or the manu- 
facturing processes. 


Some aspects of this analytical ser- 
vice merit comment. It is important, 
for instance, when exhibiting profits 
to the sales department, to distinguish 
the responsibilities of that department 
from the other responsibilities in- 
volved. A simple statement of actual 
costs, sales value, and the resulting 
profit for a group of products that 
vary in assortment from period to 
period, fails to distinguish the influ- 
ences of changes in costs, in mix, and 
in selling prices. Unless these are 
separated, the particular departments 
involved cannot appraise their own 
contributions to the profit results, 
and control is weakened. The ac- 
countant may sometimes achieve the 
distinctions by establishing the prod- 
uct groups in such a manner that the 
average unit costs and sales values to 
be derived will make the various in- 
fluences reasonably clear. Where this 
is not practical, one of the principal 
benefits to be obtained from a stand- 







_———— 










HOW THE ACCOUNTANT HELPS IN SALES ADMINISTRATION 45 


ard cost system is a proper distinction 
between the responsibilities of the 
manufacturing and sales divisions. 
Manufacturing cost variances are 
usually disposed of as _ separate 
charges against profits, and even 
where they are not, the use of a stand- 
ard product cost permits separation of 
the eftects of variations in costs and 
in selling prices. 

In preparing statistics for the sales 
departments, the accountant faces the 
challenge of providing all that is ne- 
cessary, and no more, Any excess 
is likely to represent a waste of time 
and effort, and if the sales manager 
has to search through a mass of ex- 
hibited figures to find those which 
require his attention, he is under- 
taking a clerical task which should 
be performed elsewhere. “Reporting 
by exception” can be a great time- 
saver tc the man whose time is most 
valuable, and the accountant can 
often perform a very useful service by 
so organizing his routines that detail- 
ed information is only issued where it 
indicates a need for action of some 
kind. The criteria or limits to be used 
for determination of the reportable 
exceptions have to be very carefully 
established in conjunction with those 
responsible, but when properly set 
they are likely to promote a more ef- 
fective and better directed effort. 


The accountant can often supple- 
ment his regularly issued exhibits with 
special studies of considerable value 
to the sales department. Periodical 
analyses of complete product lines, 
matching selling prices against costs 
by individual sizes and types, are very 
helpful where the regularly issued fig- 
ures do not include such information. 
Extras, special charges, and quantity 
discounts should be compared occa- 
sionally with the additional costs or 


savings involved. The effects of vol- 
ume on profits should be determined, 
and the sales department provided 
with information on the significance 
and position of break-even points. 

The influence of distribution costs 
should be properly shown, for it is 
here that the sales department has a 
considerable responsibility on the cost 
side of the accounts as well as re- 
sponsibility for the income side. 
Very often distribution and adminis- 
trative expenses are dealt with arbi- 
trarily as a general charge, but with 
their growing significance in the cost 
picture, they merit greater attention 
from the accountant, more in keeping 
with that given to manufacturing cost 
controls. 


Distribution Costs 

The need for more careful analysis 
and control of marketing, adminis- 
trative, and other non-manufactur- 
ing expenses has been increasingly 
emphasized during the past few years. 
This period has been marked by 
growing competitive pressures which, 
with rising costs, have imposed a 
tightening squeeze on profits; as sales 
volume begins to fall it becomes ne- 
cessary to analyze and examine costs 
on a factual basis, product by prod- 
uct, to determine relative profitable- 
ness. Consolidated statements which 
obscure the fact that profitable items 
are absorbing the losses incurred on 
others are no longer satisfactory. The 
gross profit pattern by products may 
bear little resemblance to the pattern 
of net profits which is revealed after 
a proper allocation of non-manufac- 
turing costs has been made. 

The first requirement for distribu- 
tion cost analysis and control is a 
classification of all expense by func- 
tions and responsibilities. Each ac- 
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tivity, such as warehousing, outside 
selling, advertising, billing, credit au- 
thorization, should be costed separate- 
ly, the charges to each account being 
made under a uniform coding for the 
various types of expense — salaries, 
rentals, repairs, stationery, etc. 


An account structure of this type 
parallels the accounting by function 
normally expected for manufactur- 
ing costs, and when first introduced 
for distributive expense it will often 
reveal valuable comparisons, permit- 
ting appraisal of marketing methods 
and of the various facilities provided. 
Costs can be compared with the ex- 
pense of using outside organizations 
for services such as storage and de- 
livery, and attention will be focused 
on questions such as when, or where, 
the creation of agencies is preferable 
to direct selling. An improved basis 
for control of the expenses is pro- 
vided, and a pattern is set for effec- 
tive budgeting. 

While considerable advantages can 
be obtained from the recording of dis- 
tribution expense along these lines, it 
is also important to find out how the 
expense affects the gross profits of the 
different types of products sold. Gen- 
erally speaking, it is not related prim- 
arily to sales dollars, and any alloca- 
tion on such an arbitrary basis can be 
very misleading. There is often the 
need for the accountant to develop 
and employ techniques equivalent to 
those he uses when costing the manu- 
facturing processes, and a proper an- 
alysis of profitability can only be 
made if the expense is applied on as 
factual a basis as possible. 


Many of the marketing, distribu- 
tive, and administrative functions are 
related to either products or to cus- 
tomers. Others, of course, cannot be 
so related and must be left as a gen- 


eral charge. All the functions and 
their costs should be studied and 
classified in accordance with those 
characteristics of the products, or of 
selling activity, with which they have 
an affinity. The results will vary with 
the circumstances applying to each 
individual business, but such costs as 
warehousing and shipping will usual- 
ly be related to products, whereas 
costs of invoicing, salesmen’s salaries 
and travelling expenses will be cus- 
tomer costs, since they are governed 
primarily by the location of the cus- 
tomer and his buying habits. 


For each cost an appropriate basis 
of allocation to individual products or 
to customers must be developed, and 
this will generally reflect the charac- 
teristics which give rise to the cost. 
For instance, space costs of ware- 
housing should be distributed to prod- 
ucts on the basis of allocated square 
feet; salesmen’s travelling expenses 
may be charged against customers on 
the basis of calls, or call miles. Num- 
ber of orders and number of invoices 
are obvious bases for certain func- 
tions. Specific advertising expense 
should be charged against the par- 
ticular products concerned. 


With costs segregated by functions, 
distribution bases established, and 
the necessary distribution data ac- 
cumulated, it becomes a straightfor- 
ward clerical operation to prepare re- 
ports of gross and net profit margins 
by products, product classes, terri- 
tories, customers, distribution chan- 
nels, salesmen, or any other segments 
which may be of significance to sales 
management. The sales department, 
and management generally, will then 
have the means for assessing the 
worth and contributions of the vari- 
ous functions involved in the market- 
ing and distribution activities, and 
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perhaps creating better relationships 
between prices and total costs. 


Selling Prices 

Among the most important and 
complex problems which confront the 
sales manager is that of price setting. 
Numerous factors are involved, vary- 
ing in importance with particular sit- 
uations and frequently very difficult 
to appraise, and the lack of a scien- 
tific method for resolving the many- 
sided question leads in most instances 
to an intuitive, or partly intuitive, so- 
lution. The accountant’s contribution 
should be aimed at reducing the area 
for discretion by helping to clarify 
and evaluate the issues. 


One of the components is cost; and 
it is the accountant’s responsibility to 
establish the product cost to be con- 
sidered in the development of a sell- 
ing price. Unit costs for this pur- 
pose must conform with certain prin- 
ciples which may not all be followed 
in preparing the actual costs for any 
particular period of operations. They 
are costs for the future, and must 
recognize prices and rates which are 
expected to prevail at the time the 
product is to be sold. Period and 
fixed costs should be allocated on the 
basis of a normal volume of produc- 
tion, and fluctuating types of ex- 
penses, such as those for repair and 
maintenance should be included on 
the basis of a normal or average rate. 
Departures from these averages in 
actuality usually represent cost con- 
trol problems rather than selling price 
factors, and the accountant must be 
able to distinguish between the norm- 
al and the abnormal in his costs when 
using them for pricing purposes. 

Similar considerations apply to the 
selection of the particular production 
practice to be used as a basis for the 


cost, where alternatives exist. Gen- 
erally speaking, the most economical 
and efficient production method avail- 
able should be used. If excess costs 
resulting from the use of less eco- 
nomical methods or from excess ca- 
pacity are to be recovered in selling 
prices — and again, they may be more 
of a cost reduction problem than a 
selling price problem — they should 
be spread to products as a general 
charge. 

The expense of producing to exact- 
ing tolerances or to other special 
technical requirements should be 
clearly shown in appropriate circum- 
stances, and the effects of order size 
should also be illustrated. There are 
many instances where not only tool- 
ing, set-up and order placement costs 
are involved, but where entire pro- 
duction processes may depend on the 
order quantity. In these circum- 
stances cost differentials for various 
significant order quantities should be 
indicated. 

The importance of allocating ad- 
ministration, selling and distribution 
expenses on as factual a basis as pos- 
sible has already been referred to. 


Pricing from Direct Costs 


The accountant must be alive to the 
advantages in appropriate circum- 
stances of pricing on the basis of di- 
rect costs. Where production capa- 
city which would otherwise be un- 
used is available, a valuable contri- 
bution towards fixed expenses may be 
obtained. Pricing on this basis may 
be used to open up new markets or 
may permit entry into markets pre- 
viously held by competitors enjoy- 
ing advantages peculiar to their par- 
ticular circumstances. However, the 
overall and long-term effects must al- 
ways be considered carefully to en- 
sure that existing customer and mar- 
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ket relationships will not be jeopard- 
ized. 

On the basis of a properly prepared 
cost the accountant may be able to in- 
dicate what a desirable selling price 
would be. Many companies today re- 
cognize the relationship between the 
selling price problem and the return 
on investment concept. The overall 
effectiveness of a company is well ex- 
pressed by its rate of net profit return 
on capital employed, and its future 
objectives may be signified by a tar- 
get rate of return. To promote ad- 
herence to such an objective, the ac- 
countant should be able to apply it by 
product divisions and product lines, 
and, on the basis of the computed 
cost, develop selling prices which 
would produce the desired rate of re- 
turn. 


While a selling price so calculated 
may sometimes be very inappropriate 
because of the many factors which 
have still to be taken into account, the 
sales department is provided with a 
sound basis from which to make ad- 
justments for other important con- 
siderations. The demand and com- 
petitive situations have to be properly 
recognized and consideration has to 
be given to the product’s distinctive- 
ness and how enduring this is expect- 
ed to be. Is the product new, or is it 
an established one? Does the market 
exist or has it to be developed? Is 
the company a price leader, or a 
follower? In some cases a company 
may have very little discretion in 
selling price determination, and it 
may have to work to a reverse pro- 
cess of endeavouring to make the 
costs fit the selling price. How will 
the demand be affected by alternative 
selling prices? Where this type of 
discretion exists, the most desirable 
combination may be indicated by the 


accountant, using his knowledge of 
cost behaviour. If any discount struc- 
tures or pricing differentials are con- 
templated they should be appraised, 
and their anticipated effects on net 
realized prices, and on sales demand, 
working capital and procedural costs 
should be consolidated by the ac- 
countant. 

There may be many more relevant 
questions, and, where possible, the ac- 
countant should be prepared to give 
practical help in their evaluation. Fol- 
lowing a change in raw material 
prices or labour rates, the sales de- 
partment is usually anxious to obtain 
quickly some indication of the effects 
on product costs, and in a company 
with a complexity of processes and 
products, a complete revision of the 
costs may take considerable time. 
It is very helpful in such cases for 
the accountant to have available a re- 
cord of cost elements, units, or in- 
dices, by products or product lines, to 
which the cost changes can be applied 
to show quickly what the effects will 
be. 


Inventories 


The management of finished goods 
inventories is usually a function of the 
sales department. It may include re- 
sponsibility for the procedures and 
clerical processes which are involved, 
or it may be limited to determination 
of the quantities and kinds of in- 
ventory which should be carried. Di- 
rectly, or indirectly, depending on 
whether the clerical records are under 
his control, the accountant will be in- 
volved in the design and the develop- 
ment of the recording procedures, and 
he should ensure that they provide 
the sales department with adequate 
and timely information needed to 
properly administer the control func- 
tion, including, for instance, prompt 
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notification of stock overages, short- 
ages, deterioration, etc. 


It is less likely that the accountant 
will be found helping to determine 
what the inventory levels and policies 
should be, except perhaps on a broad 
basis. However, he may be well 
equipped to develop a more satisfac- 
tory system than the rule-of-thumb 
methods which are often employed, 
and the sales manager is likely to wel- 
come the introduction of techniques 
which give proper recognition to the 
economic factors involved, namely, 
production costs, costs of carrying in- 
ventory and service to customers. 


Production costs vary with order 
size, depending on the expense of 
set-up and of processing each order; 
and these expenses should be cal- 
culated, preferably on the basis of 
variable costs only. Costs of carrying 
inventory should also be determined 
on a variable expense basis, and will 
include storage, handling, insurance, 
allowances for losses due to deteriora- 
tion or obsolescence, and loss of re- 
turn on the investment in inventory. 


While production cost behaviour 
will indicate the desirability of long 
production runs, the inventory carry- 
ing costs will suggest short runs. 
With reference to the anticipated 
future demand for any particular item 
of inventory, the order size which 
will minimize total costs during the 
demand period may be computed. 
This order quantity will represent the 
“economic lot”. On the basis of the 
demand requirement during the time 
needed to produce an order for stock 
(“lead time”), the order point can be 
established, allowing a safety margin 
for fluctuations in demand and in 
lead time. The order point and order 
quantity so determined will represent 
the most favourable inventory control 


policy for the demand anticipated, 
and although the soundness of the 
demand forecast is of fundamental im- 
portance, procedures can be develop- 
ed to make adjustments as demand 
expectations are changed. 

The system so briefly described has 
received a great deal of attention in 
recent years, and a_ considerable 
amount of material covering the sub- 
ject in detail has been published. 
While no one adaptation is likely to 
be suitable in all cases due to varia- 
tions in demand patterns and in sales 
volume, the accountant may be able 
to promote worthwhile applications in 
appropriate circumstances, and to set 
up useful classifications of inventories 
in accordance with the principal de- 
mand and volume characteristics. 


Other Services 

While the subjects discussed do not 
exhaust the accountant’s opportuni- 
ties to assist in sales management, 
space limitations prevent anything 
more than a brief reference to some 
of the others. 

In his role of office manager, or 
systems adviser, the accountant 
should help to ensure that the clerical 
activities in the sales and related de- 
partments are properly organized and 
efficiently operated. In particular, the 
processing of orders calls for a speedy 
and reliable system designed to pro- 
vide satisfactory customer service. 

He should assemble, from govern- 
ment or other possible sources, any 
statistics which can be used to in- 
dicate to the sales department those 
business conditions which may have a 
bearing on sales demand. Reports on 
the company’s share of markets, the 
volume of competitive imports, the 
activity in related products and in 
markets supplied by the company’s 
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customers should, where possible, be 
issued regularly. 

In the preparation of forecasts the 
sales department to a great extent re- 
verses the role we have been review- 
ing. Sales forecasts are of great value 
to the accounting and to other depart- 
ments: they are used to regulate pro- 
duction, inventory and purchasing; to 
budget and control expenses; and to 
plan cash requirements. They also 
aid the sales department in setting 
quotas and in directing the sales ef- 
fort, and in general they can be of 
considerable importance to the overall 
success of the business. The account- 
ant therefore should seek to promote 
a full appreciation of the value of 
forward planning and should assist 
whenever he can in the preparation 
of forecasts by providing useful in- 
formation and assisting in the de- 
velopment of techniques. 


An Area for Service 
Altogether, the contributions made 
by the accountant and the opportuni- 


ties open to him are probably no less 
marked in the area of sales adminis- 
tration than they are in industry and 
business generally. Such sales func- 
tions as market analysis and research, 
setting prices, forecasting, and control 
of inventories, warehousing and dis- 
tribution costs call for an increasing 
use of techniques which involve ac- 
counting and economic concepts. In 
addition, the accountant’s training and 
experience with the other elements 
of business enable him to introduce 
to the study of any particular problem 
an overall perspective which might 
otherwise be lacking. — 


It seems certain that the accountant 
and the sales manager will be called 
upon to work together more and 
more, and wherever it appears that 
the sales manager may not be fully 
aware of the assistance which can 
be provided, an opportunity is pre- 
sented for the accountant to estab- 
lish a liaison which must lead to 
benefits for the business as a whole. 


Che Accountant 
Accountants are consummate cooks 
Of all unculinary books. 

Subtracting knicks and adding knacks 
They mitigate your income tax. 


The C.A.’s calculating talents 

For making loss and profit balance 
Make him the perfect friend to bring 
To your final reckoning. 


Mavor Moore 
—Reprinted with permission from Maclean’s, June 7, 1958. 
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The Organization and Function of 
the Canadian Institute 


E. M. HOWARTH 


In 1958 the Canadian Institute of 
Chartered Accountants will celebrate 
its 56th anniversary. Its membership 
recently passed the 8,000 mark, and 
it now ranks third in size among 
the world’s professional accounting 
bodies. On pages 56 to 60 of this 
issue the charter and by-laws of the 
Institute have been reprinted, and 
this article will provide some addi- 
tional information and comment con- 
cerning the manner in which the In- 
stitute goes about the promotion “by 
all lawful means of the practice of ac- 
countancy”, as charged by its founders 
in 1902. 


Policies and Control 

The major policies of the Institute 
are determined by a Council com- 
posed of representatives of the ten 
provincial institutes. The Council also 
includes the president, vice-presi- 
dents, and the immediate past presi- 
dent of the Canadian Institute. The 
Council is required to hold at least 
two meetings each year. Throughout 
the year, supervision of the affairs of 
the Institute is exercised by an Execu- 
tive Committee, which is responsible 
to the Council. In addition to the 
officers mentioned above, it includes 


5l 


three regional representatives and a 
treasurer. An executive secretary di- 
rects the staff of the Institute and 
serves as its permanent officer, sub- 
ject to the approval of Council. The 
officers of the Institute are appointed. 
by the several provincial institutes in 
accordance with a seemingly complex 
schedule which provides for continu- 
ing representation of all major regions, 
and the rotation of the presidential 
office among these regions. Those 
readers who are interested in the 
future movement: of the presidency 
and other offices are referred to 
schedule “A” which is appended to 
the by-laws. 

It is tempting, at this point, to com- 
pare our organization with that of a 
parliamentary democracy. The gen- 
eral membership, Council and Execu- 
tive Committee can be likened to the 
familiar electorate, parliament and 
cabinet, with the C.I.C.A. staff filling 
the role of civil service. This may be 
helpful in visualizing the workings of 
the institute, but it would be wrong 
to carry it too far. In the first place, 
there is nothing comparable to the 
party system, essential to the func- 
tioning of a parliamentary democracy, 
and, secondly, it does not take into 
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account the predominant position oc- 
cupied by the provincial institutes in 
the affairs of the C.LC.A. 


Provincial Institute Orientation 


A glance at the charter of the 
Canadian Institute will quickly con- 
firm the view that the C.I.C.A. is the 
child of ten provincial parents. Men- 
tion has already been made of the 
provincial institutes’ rights to repre- 
sentation on Council, and their alter- 
nating right to select the institute's 
officers. In addition, the membership 
of the C.I.C.A. consists, in its entirety, 
of members in good standing of the 
ten provincial institutes. Ordinarily, 
the individual member of the C.I.C.A. 
brings his views to bear through his 
provincial representatives, but the by- 
laws provide for direct action on his 
part, should he deem this necessary. 
He may, of course, speak at the In- 
stitute’s annual meeting, or he may 
require the executive secretary to call 
a special meeting at any time if he 
can obtain the support of nine other 
members. To date, this latter option 
has not been exercised. 

This identification with the pro- 
vincial institutes of chartered account- 
ants is probably the most distinguish- 
ing feature of the Canadian Institute. 
It is in marked contrast with the Am- 
erican Institute of Certified Public Ac- 
countants, whose membership does 
not include all those who are mem- 
bers of a state society. It also differs 
from the United Kingdom institutes 
of chartered accountants, whose mem- 
bers qualify directly. In Canada, the 
provincial institutes are legally em- 
powered to admit qualified persons to 
the profession, and, once admitted, 
they are responsible for their conduct. 
The broad and vital areas of recruit- 
ment, education, training, ethics and 


discipline fall within their sphere, and 
provincial conditions vary greatly in 
some respects. In consequence, the 
C.1.C.A.’s part in the promotion of 
the practice of accountancy falls 
largely into two main categories, 
namely, the advancement of uniform- 
ity where uniformity is in the public 
interest, and the provisions of services 
which lend themselves to more effect- 
ive action at the national rather than 
the provincial level. The achievement 
of uniform intermediate and final 
examinations is an outstanding ex- 
ample of the first type of coopera- 
tion. The publication of this journal 
and the Institute’s research program 
are examples of national services per- 


formed by the C.I.C.A. 


No “Rep by Pop” 

It is worth noting that important 
progress in the direction of uniform- 
ity and cooperation has been achieved 
on a national basis despite the fact 
that the provincial institutes vary 
considerably in size. In establishing 
the C.I.C.A. the founders provided for 
a Council of “not less than six and 
not more than thirty members” and 
the present by-laws permit each pro- 
vincial institute to name two mem- 
bers, with a third member in the case 
of those whose membership exceeds 
150. At this year’s annual meeting in 
September the members will be asked 
to ratify an amendment which will 
eliminate the third member. This pro- 
posed amendment formally acknowl- 
edges what has long been an estab- 
lished fact, namely, that the C.I.C.A. 
functions best in an atmosphere of co- 
operation and mutual understanding, 
rather than by decisions based on 
numerical strength. Council members 
naturally and properly present their 
own institute’s viewpoint, but they ap- 
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preciate their responsibilities as na- 
tional representatives of the profes- 
sion. 


Importance of Committees 

A wit once described committees 
as “the unfit trying to coerce the un- 
willing into doing the unnecessary”. 
We have all known situations where 
this denunciation seemed to apply, in 
part at least, but the profession is in- 
debted to those members who give 
time, interest and energy to the ser- 
vice of C.I.C.A. committees. With- 
out their help, the major accomplish- 
ments of the Institute would not be 
possible. These have recently in- 
cluded the publication of a much 
needed dictionary of accounting 
terminology; the presentation of an 
annual brief on taxation to the Min- 
ister of Finance, in cooperation with 
the Canadian Bar Association; the 
holding of an annual conference with 
a well-developed technical program; 
a special brief on the taxation of pen- 
sion contributions by the self-em- 
ployed; and a survey of recruitment 
and training practices across the 
country. Needless to say, the small 
Institute staff are largely dependent 
on the efforts of these members who 
bring a breadth of experience and 
considerable enthusiasm to their work. 

It is indeed unfortunate that limita- 
tions of time and expense affect the 
extent to which members across the 
country can participate in C.I.C.A. 
committee affairs. This is a disad- 
vantage for the members as much as 
for the Institute because those who 
have shared in the work will readily 
agree that the exchange of ideas and 
experiences concerning technical and 
professional matters at the national 
level is most rewarding. Although 
members are normally drawn from 


Quebec and Ontario, an effort is made 
to provide for regional and provincial 
representation on the major commit- 
tees. The Provincial Institutes’ Com- 
mittee on Education and Examina- 
tions has one representative from 
each provincial institute. The C.I.C.A. 
Accounting and Auditing Research 
Committee, which has wide provincial 
representation, meets annually but 
carries on a concentrated program 
throughout the year by means of a 
sub-committee based in Montreal and 
Toronto. The chairmen of C.I.C.A. 
committees are appointed by Council 
and report annually to Council. In 
the year ended April 30, 1958 a total 
of 108 members were active on 
C.I.C.A. committees. 


Breadth of Participation 

All organizations which grow in 
membership are faced with the prob- 
lem of maintaining active interest, and 
the C.I.C.A. is no exception. Even 
those wishing to participate more 
fully, say in committee affairs, are 
often faced by the fact that the In- 
stitute’s offices are located in Toronto 
whereas they are many miles distant. 
Quite apart from the problem of dis- 
tance, however, is the observed tend- 
ency in this and similar groups for the 
enthusiastic few to take an active part, 
while the many merely belong. As a 
matter of interest it is a surprising fact 
that over 300 members of the Insti- 
tue have made an active contribution 
during the past year. In addition to 
the 108 committee members, 42 con- 
tributed articles to The Canadian 
Chartered Accountant. A further 50 
served on the Board of Consulting 
Editors who review articles prior to 
publication. The exacting task of 
marking the uniform examinations 
was carried out by 87 supervisors and 
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markers in four centres across the 
country, and 35 members took part in 
the technical program at the Sas- 
katoon Conference. Even when allow- 
ance is made for some duplication the 
total is not unimpressive, particularly 
when it is considered in relation to a 
permanent staff of 18. 

This brief survey has touched on 
the internal affairs of the C.I.C.A., but 
it would be incomplete if it failed to 
mention the growing importance of 
the Canadian profession in the inter- 
national accounting world. Represen- 
tatives of the C.L.C.A. made an im- 
portant contribution to the Interna- 
tional Congress held last year in 
Amsterdam, and our magazine and 


research publications are not without 
influence in other countries. Cordial 
relations exist between the C.I.C.A. 
and the institutes in the United States, 
the United Kingdom and elsewhere. 
As a result of these friendly contacts, 
a useful exchange of technical and 


* professional information takes place. 


The C.I.C.A. is frequently asked to 
assist societies of countries whose ac- 
counting professions are more recently 
developed, by advising them concern- 
ing our educational system and in- 
stitutional arrangements. These are in- 
stances of the growing stature of the 
profession, and reflect the confidence 
felt by other countries in the steady 
progress we have enjoyed. 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 


AN 


ACT TO INCORPORATE THE DOMINION ASSOCIATION 


OF 


CHARTERED ACCOUNTANTS, 2 Ed. VII, c. 58 (1902), as 
amended 2 Geo. VI, c. 57 (1938) 


Whereas the persons hereinafter named 
have, by their petition, prayed, that it may 
be enacted as hereinafter set forth, and it is 
expedient to grant the prayer of the said 
petition: Therefore, His Majesty, by and 
with the advice and consent of the Senate 
and the House of Commons of Canada, 
enacts as follows: 

1. William H. Cross, Henry Barber, Ed- 
ward R. C. Clarkson, John Mackay, Robert 
F. Spence and James George, all of the city 
of Toronto; John Hyde, Archibald W. 
Stevenson, Alexander F. C. Ross, all of the 
city of Montreal; John C. Browne, James 
F. Cunningham and Peter Larmonth, all of 
the city of Ottawa; Llewelyn A. Nares and 
Ernest H. Taylor, both of the city of Win- 
nipeg; John F. Helliwell, of the city of Van- 
couver; W. Curtis Sampson, of the city of 
Victoria; Frederic S. Thompson and F. S. 
Sharpe, of the city of St. John, N.B.; Fred 
H. Oxley and William Simms Lee, both of 
the city of Halifax, practising accountants, 
and all other persons who may from time to 


time be admitted to membership of the cor- 
poration are hereby constituted a body 
politic and corporate by the name of “The 
Dominion Association of Chartered Ac- 
countants”, hereinafter called “the Associa- 
tion”. 

2. The objects and powers of the Associ- 
ation shall be to promote by all lawful 
means the practice of accountancy, and for 
the said purposes:— 

(a) To hold such examinations as may be 
found expedient. 

(b) To grant certificates of efficiency to 
its members. 

(c) To establish classes of membership. 

(d) To determine the rights, privileges, 
terms and conditions of said classes. 


3. The Association shall be composed of 
all members in good standing of existing 
provincial incorporated institutes and associ- 
ations, who shall apply for membership 
within one year after the passing of this 
Act, and of any other persons of whose 
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qualifications and fitness the Council 
approves. 


4. The Association may take, purchase 
and hold any personal property, lands 
buildings, and hereditaments, for the pur- 
pose of the Association, and may dispose 
thereof, but so that the Association shall 
apply all its profits, if any, or other income 
in promoting its objects, and shall not at 
any time pay any dividends to its members. 
The provisions of this section shall not pre- 
vent the remuneration of members of the 
Council, or officers of the Association for 
services rendered out of any surplus remain- 
ing after the ordinary expenses of the As- 
sociation have been met. 


5. The affairs and business of the Associ- 
ation shall be managed by a Council, con- 
sisting of not less than six and not more 
than thirty members, to be constituted in 
such manner as may be provided by by-law. 


6. The first general meeting of the Associ- 
ation shall be held during the year one 
thousand nine hundred and two at such 
time and place and upon such notice as the 
Council may decide. Subsequent general 
meetings shall be held as the by-laws of the 
Association may provide, but at least once 
in each calendar year. At any general or 
special meeting members may be represent- 
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ed and vote by proxy, but no such proxy 
shall be exercised by a person who is not a 
member of the Association. 

7. The objects and powers of the Associ- 
ation shall be carried out and exercised 
under by-laws and resolutions passed by the 
Council, but every such by-law, unless in the 
meantime confirmed at a general meeting 
of the Association called for the purpose of 
considering the same, shall have force only 
until the next annual meeting, and in default 
of confirmation thereat, shall cease to have 
force provided always that any by-law 
passed by the Council may be repealed, 
amended, varied or otherwise dealt with by 
the Association, at any annual general meet- 
ing or at a special general meeting called 
for the purpose. 

8. The Association in general or special 
meeting assembled may make by-laws for 
carrying out its objects and exercising the 
powers of this Act conferred upon it. 

9. The Association may affiliate with any 
association or corporation having the same 
or similar objects. 

10. If any person ceases for any cause 
whatever to be a member of the Association 
he shall not nor shall his representatives 
have any interest in or claim against the 
funds and property of the Association. 


AN ACT RESPECTING 
THE DOMINION ASSOCIATION OF CHARTERED ACCOUNTANTS 


15 Geo. VI, c. 89 (1951) 


Whereas The Dominion Association of 
Chartered Accountants, a corporation in- 
corporated by chapter fifty-eight of the 
statutes of 1902, has by its petition prayed 
that it be enacted as hereinafter set forth, 
and it is expedient to grant the prayer of 
the petition: Therefore, His Majesty, by 
and with the advice and consent of the 
Senate and House of Commons of Canada, 
enacts as follows:— 

1. Name changed,—Existing rights not 
affected. — The name of “The Dominion 
Association of Chartered Accountants”, here- 
inafter called “the Association”, is hereby 


changed to “The Canadian Institute of 
Chartered Accountants”, but such change in 
name shall not in any way impair, alter or 
affect the rights or liabilities of the Associa- 
tion or any bequest, gift or donation now 
made or which hereafter may be made to 
the Association whether by its original or its 
new name or any suit or proceeding now 
pending or judgment existing either by or in 
favour of or against the Association and 
which notwithstanding such change in name 
of the Association, may be enforced and 
continued as if this Act had not been 
passed. 
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BY-LAWS 


MEMBERSHIP 


1. Each member in good standing of any 
of the following corporations, namely: 

The Institute of Chartered Accountants of 
Quebec, 

The Institute of Chartered Accountants of 
Ontario, 

The Institute of Chartered Accountants of 
Manitoba, 

The Institute of Chartered Accountants of 
Nova Scotia, 

The Institute of Chartered Accountants of 
British Columbia, 

The Institute of Chartered Accountants of 
Saskatchewan, 

The Institute of Chartered Accountants of 
Alberta, 

The New Brunswick Institute of Chartered 
Accountants, 

The Institute of Chartered Accountants of 
Prince Edward Island, 

The Institute of Chartered Accountants of 
Newfoundland, 
(each of the said corporations being herein- 
after referred to as a “provincial institute”), 
shall ipso facto be a member of The Cana- 
dian Institute of Chartered Accountants 
(hereinafter referred to as the “Canadian 
Institute” ). 


PROOF OF STANDING 
2. A member in good standing of a pro- 
vincial institute shall be one who shall be 
certified as such to the Canadian Institute by 
the secretary of such provincial institute and 
in respect of whom the membership fees as 
set forth in by-law 3 have been paid. 


ANNUAL FEE 

3. Each of the provincial institutes shall 
pay to the Canadian Institute an annual fee 
of $10.00 for each of its members in good 
standing (other than honorary members, in 
respect of whom no annual fee shall be pay- 
able), provided that for a new member who 
is a member for not more than six months 
of the first year the fee for that year shall 
be $5.00. If a person be a member of more 
than one provincial institute the annual fee 
shall be paid by the provincial institute of 
which he first became a member. 


PAYMENT OF FEE 


4. Annual fees shall become due and 
payable on the first day of May in each 
year for the fiscal year of the Canadian In- 
stitute beginning on that date. If a member 
fails to pay the annual fee payable by him 
to a provincial institute and his name is 
struck off its register before the end of the 
fiscal year, the fee for such year paid to the 
Canadian Institute in respect of such mem- 
ber shall be repaid to such provincial in- 
stitute. 

The annual fee payable in respect of a 
member who is on full time service with any 
of Her Majesty’s Forces may be remitted if 
the provincial institute by which such fee 
would be payable remits the annual fee pay- 
able by him to such provincial institute. 


COUNCIL 


5. The Council of the Canadian Institute 

shall consist of the following members: 

(a) Two members to be named by each 
of the provincial institutes, 

(b) An additional member to be named 
by each of the provincial institutes 
certifying a membership of over one 
hundred and fifty, 

(c) The president and vice-presidents, 
elected as hereinafter provided, who 
may but need not be members named 
as hereinbefore in this by-law pro- 
vided, and 

(d) The immediate past president of the 
Canadian Institute. 


OFFICERS 


6. The officers of the Canadian Institute 
shall be a president, a first vice-president, a 
second vice-president, three regional repre- 
sentatives, the immediate past president, a 
treasurer and an executive secretary, all of 
whom, with the exception of the executive 
secretary, must be members of the Canadian 
Institute. 


ELECTION OF OFFICERS 
7. The president, the vice-presidents, the 


regional representatives and the treasurer 
shall be elected each year at the first Coun- 
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cil meeting following the annual meeting of 
the Canadian Institute. The immediate past 
president shall serve as an officer during the 
term or terms for which his successor as 
president is elected. 


RIGHT TO NOMINATE 


8. The right in each year of nominating 
the president, the vice-president and the 
regional representatives shall rest first with 
the respective provincial institutes in the 
order set out in the schedule “A” annexed 
to these by-laws to form part hereof. In 
the event that such right is not exercised by 
a provincial institute a nomination may be 
made by any member of the Council. 


VACANCIES IN 
EXECUTIVE AND COUNCIL 


9. In the event of a vacancy occurring in 
the office of president or vice-president or 
regional representative or treasurer of the 
Canadian Institute during the term of his 
office, the vacancy shall be filled by the 
Council from among the members of the 
Canadian Institute and any officer so ap- 
pointed shall hold office for the remainder 
of the term of the officer he replaces. 
The right of nominating the officer to 
fill such vacancy shall rest first with the 
provincial institute which had the first right 
to nominate the vacating officer. In the 
event that such right is not exercised by a 
provincial institute, a nomination may be 
made by any member of Council. If the 
office of any member of the Council named 
by a provincial institute becomes vacant or 
if at any time he is unable to act, the Coun- 
cil of the provincial institute which named 
him may appoint another member of that 
provincial institute to fill the vacancy for 
the remainder of his term or to act for him 
while he is unable to do so, as the case may 


be. 


CHAIRMEN OF MEETINGS 


10. At all meetings of the Canadian In- 
stitute, of the Council and of the executive 
committee, the president, and in his absence 
the first vice-president, and in the absence of 
both the second vice-president, shall be 
chairman and, in the absence of all three, 
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the chairman shall be elected by the meet- 
ing. 
EXECUTIVE SECRETARY 

1l. The executive secretary shall be 
appointed by Council and shall, subject to 
the direction and approval of the executive 
committee, be responsible for the adminis- 
tration of the business and affairs of the 
Canadian Institute. 


BANKING 


12. The funds of the Canadian Institute 
shall be deposited to the credit of the Cana- 
dian Institute in a chartered bank or banks 
approved by the executive committee and 
such funds shall be withdrawn only by 
cheque signed by two of the officers of the 
Canadian Institute or by one of the said 
officers and such other person as the Council 
may from time to time appoint for that 
purpose. 

AUDITORS 

13. Two members of the Canadian Insti- 
tute not members of the executive com- 
mittee shall be elected auditors at the 
annual meeting for the fiscal year then cur- 
rent and the report of such auditors upon 
the accounts of the Canadian Institute shall 
be submitted at the next annual meeting of 
the Canadian Institute. In the event of any 
vacancy occurring in the office of auditor, 
such vacancy may be filled by the executive 
committee and any auditor so appointed 
shall hold office for the remainder of the 
term of the auditor he replaces. 


EXECUTIVE COMMITTEE 

14. The executive committee of the Can- 
adian Institute shall consist of the president, 
the vice-presidents, the regional representa- 
tives, the immediate past president and the 
treasurer. 

Subject to the approval, direction and 
authorization of the Council, the executive 
committee shall exercise general supervision 
and control of the business and affairs of the 
Canadian Institute and shall perform such 
other duties as the Council may from time 
to time require. 

If the decision on any matter considered 
at a meeting of the executive committee is 
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not unanimous any three members thereof 
may at such meeting request that the matter 
be referred to the members of the Council, 
in which case the executive secretary of the 
Canadian Institute shall dispatch to the 
members of the Council by registered post 
particulars of such matters together with a 
copy of any resolution or resolutions relat- 
ing thereto. If within twenty-one days after 
the date of such dispatch more than one- 
third of the members of the Council signify 
in writing to the executive secretary their 
disapproval of the decision of the said com- 
mittee, such decision shall be inoperative: 


otherwise it shall have full effect. 


PROVINCIAL COMMITTEES 

15. The council of each provincial insti- 
tute shall be a standing committee of the 
Canadian Institute for provincial purposes, 
and the president and secretary of the pro- 
vincial institute shall be chairman and secre- 
tary, respectively, of such committee and 
shall submit a report in writing to the 
annual meeting of the Canadian Institute in 
respect of the affairs of the provincial insti- 
tute for the preceding year and shall from 
time to time make such further reports to 
the president of the Canadian Institute as he 
may request. 


APPOINTMENT OF COMMITTEES 


16. The Council may appoint such other 
committees as it may deem necessary or de- 
sirable to further the interests and promote 
the objects of the Canadian Institute and 
the Council may confer such powers upon 
such committees as may be deemed expe- 
dient. Nothing contained herein shall pre- 
clude the appointment of any committee by 
the members of the Canadian Institute in 
general meeting. The president, vice-presi- 
dents and immediate past president shall be 
ex officio members of all committees except 
those mentioned in by-law 15. 


ANNUAL MEETING 
17. The fiscal year of the Canadian In- 
stitute shall terminate on 30th April of each 
year and the annual meeting of the Can- 
adian Institute shall be held within six 
months thereafter at such time as the 
executive committee may determine. The an- 


nual meeting shall be held in the province 
of the provincial institute which had the 
right to nominate the president for the pre- 
ceding fiscal year, in accordance with by- 
law 8 hereof, provided, however, that the 
order of holding annual meetings within a 
region (as set out in schedule “A” to these 
by-laws) may be varied between the pro- 
vincial institutes in such region by the 
executive committee upon the unanimous 
recommendation of such provincial insti- 
tutes. 

At each annual meeting the report of the 
Council shall be received, the accounts for 
the fiscal year submitted, together with the 
auditor’s report thereon, and such other 
business transacted as may properly be 
brought before the meeting. 

Notice of the annual meeting and of the 
general nature of the business to be dealt 
with thereat shall appear in an issue of The 
Canadian Chartered Accountant published 
at least twenty-one days prior to the annual 
meeting. Nevertheless, with the consent of 
the majority of members present at any 
annual meeting any new or additional busi- 
ness, excepting the matters referred to in 
by-law 26, may be introduced and dealt 
with at such annual meeting, even though 
notice of such business has not been given. 

Special meetings of the Canadian Institute 
may be called at any time by the president 
or, upon the request of not less than ten 
members, by the executive secretary. Notice 
of any such meeting and of the general 
nature of the business to be dealt with 
thereat shall be given at least twenty-one 
days prior to the date of the meeting. 

At all meetings of the Canadian Institute 
any number of members present shall form 
a quorum for the transaction of business. 


COUNCIL MEETINGS 

18. The Council shall hold at least two 
meetings in each year, one immediately be- 
fore and immediately after the annual meet- 
ing of the Canadian Institute. Notice of 
meetings of the Council and of the general 
nature of the business to be dealt with 
thereat shall be mailed to each member of 
the Council by ordinary post at least twenty- 
one days prior to the meetings, provided, 


le a, a a ee) a ae a 


C.1.C.A. BY-LAWS 


however, that with the consent of the 
majority of the members present at any such 
Council meeting any new or additional busi- 
ness may be introduced and dealt with at 
such meeting, even though notice of such 
business has not been given. 

At all meetings of the Council any num- 
ber of members present shall form a quor- 
um for the transaction of business. 


EXECUTIVE COMMITTEE MEETINGS 

19. The executive committee shall hold 
a meeting immediately before the first regu- 
lar Council meeting in each year. Special 
meetings of the executive committee may be 
called at any time by the president or, 
upon the request of not less than three 
members of the committee, by the executive 
secretary. The time and place of each 
special meeting shall be fixed by the presi- 
dent, or failing him, by the executive secre- 
tary, and notice thereof and of the general 
nature of the business to be dealt with 
thereat shall be mailed to the members of 
the committee by ordinary post at least 
fifteen days prior to the meeting. 

At all meetings of the executive com- 
mittee any number of members present shall 
form a quorum for the transaction of busi- 
ness, 


VOTING 

20. At any meeting of the Canadian In- 
stitute, Council or committees, two members 
may require that the voting upon any 
question before the meeting shall be by 
ballot and the chairman shall thereupon 
appoint two scrutineers for the purpose of 
taking the vote. In case of a tie in voting 
at any meeting, the chairman shall have a 
second or casting vote. 


NOTICES 
21. Any notice to a member of the Can- 
adian Institute (other than notice of annual 
meetings which is provided for in by-law 
17) shall be deemed to have been duly 
given if mailed prepaid by ordinary post 
addressed to such member at his address 
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appearing in the books of the Canadian In- 
stitute or, if his address does not appear 
therein, to the last address of such mem- 
ber known to the executive secretary and 
a certificate under the hand of the executive 
secretary shall be conclusive evidence of the 
due mailing of such notice. The non-receipt 
of notice of any meeting by any member 
or members shall not invalidate any action 
taken at such meeting. 


PROCEDURE 
22. The proceedings at all meeings shall 
be governed by the rules laid down in 
Bourinot’s “Rules of Order”, except in so far 
as the by-laws of the Canadian Institute 
otherwise provide. 


HEAD OFFICE 
23. The head office of the Canadian In- 
stitute shall be situated at such place in 
Canada as shall be designated by the Coun- 
cil from time to time. 


COMMON SEAL 


24. The common seal of the Canadian 
Institute shall be of a a circular form, and 
shall contain the words “The Canadian In- 
stitute of Chartered Accountants, Incorpor- 
ated 15th May 1902”. 


INTERPRETATION OF BY-LAWS 
25. In the event of any dispute arising as 
to the true intent of meaning of any present 
or future by-law of the Canadian Institute, 
the interpretation thereof by the Council 
shall be final and conclusive. 


BY-LAWS 
26. No by-law may be enacted, repealed 
or amended at a meeting of the Canadian 
Institute unless notice in writing of the pro- 
posed enactment, repeal or amendment has 
been given to the executive secretary of the 
Canadian Institute at least sixty days in the 
case of an annual meeting, and twenty-one 
days in the case of a special meeting, prior 
to the date of such meeting. The notice of 
the meeting shall set out the proposed enact- 

ment, repeal or amendment. 
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SCHEDULE “A” 
(Referred to in by-laws 8 and 17) 











Pacific Prairie Central Atlantic 
Region Region Region Region 
Year B.C. Alta. Sask. Man. Ont. Que. N.B. NS. P.EJI. Nfld. 
1957-8 . 1 VP 2VP TP _ RR Y RR _ _ RR 
Baek Oe 1VP — RR 2 VP IPP RR — _ RR 
90.... IPP P - RR 1 VP RR 2VP — -_ RR 
1960-1 RR IPP _ 2 ve P RR 1VP — RR ~ 
i... BR - RR 1 VP IPP oer OU _ RR 
2-3. 2VP — RR P RR ive iPP _ RR — 
8-4.... 1VP — 2VP_ IPP RR P _ RR _ RR 
>see RR 1VP — 2 VP IPP _ RR _ RR 
5G ..... EPP RR P _ 1 VP RR — RR 2VP — 
G7 .... RR 2 vr IP _ , RR RR — 1VP — 
73:.... BR 1VP — RR IPP 2 VP RR — = 
C2 ..:. 2V9e FP - RR RR 1 VP RR - IPP - 
B..... LWP iP — 2VP RR P _ RR RR 
1970-1 _ re _ RR WP 2 VP IPP _ RR - RR 
2 .... @FP ~ RR P 1 VP RR _ 2VP — RR 
Bo ..... ER _ 2VP IPP P RR — 1 VP RR ~ 
8-4.... RR RR 1VP — IPP 2VP — - RR —- 
4-5 2VP RR P - RR 1VP — IPP RR _ 
5-6 1 VP 2VP IPP _ RR P RR — _ RR 
6-7 1VP — RR 2 VP IPP RR _ - RR 
7-8 IPP P _ RR 1 VP RR 2VP — ~ RR 
8-9 RR IPP -_ vr P RR 1VP — RR - 
9-0 RR aa RR 2VP IPP 2c 6? -_ RR 
1980-1 .. 2VP — RR RR 1 VP IPP _ RR a 
1-2 1VP — 2VP IPP RR , _ RR RR - 
2-3 P RR 1VP — 2 VP IPP _ RR RR — 
on .... iP RR P ~ 1 VP RR _ RR _ 2 VP 
4-5.... RR 2 VP IPP o P RR RR _ - i VP 
5-6 .. RR 1VP — RR IPP 2VP RR — ~ P 
6-7 2 VP P ~ RR RR 1 VP RR _ “= IPP 
Code: P — President 2 VP — Second Vice-President 
IPP — Immediate Past President RR — Regional Representative 


1 VP — First Vice-President 





Edited by LAWRENCE G. MACPHERSON, F.C.A. 


Accounting Research 


Director of 
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BuLLeTIN No. 10 AND THE RATE 
HEARINGS 


The recent hearings of the Board of 
Transport Commissioners for Canada 
in the application for rate increases by 
the Canadian Pacific Railway Com- 
pany and the Bell Telephone Com- 
pany have focused attention on what 
may be referred to conveniently as de- 
ferred tax accounting. In both of these 
hearings the recommendations made 
in Bulletin No. 10 by the C.I.C.A. 
Committee on Accounting and Audit- 
ing Research played a large part. 
Some 500 pages of the transcript of 
evidence in the freight rates case dealt 
with the subjects of deferred tax ac- 
counting and the significance, in rate- 
making, of current tax savings result- 
ing from capital cost allowances in ex- 
cess of recorded depreciation charges, 
and an additional 90 pages of argu- 
ment by Counsel was related to the 
same matters. 

Counsel for respondents opposing 
the application of the C.P.R. intro- 
duced four witnesses who were ques- 
tioned as to their views on tax differ- 
ences arising from the use of dimin- 
ishing balance allowances for tax pur- 
poses and the use of straight line de- 
preciation in the company’s accounts. 
Only one of these witnesses, Dr. Sid- 
ney Davidson, C.P.A., of John Hop- 
kins University, was an accountant. 
The other three, namely Prof. D. 
Philip Locklin of the University of 
Illinois, Dr. Martin Glaeser of the 
University of Wisconsin, and Prof. 
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Vernon Fowke of the University of 
Saskatchewan, were economists. 

The views of Dr. Davidson can best 
be summarized in his own words from 
the transcript of evidence: 

“In considering income tax expense 
and income tax liabilities, attention 
must be centred on the tax-paying 
entity, the corporation as a whole. 
For a static or growing firm, current 
tax savings resulting from the excess 
of capital cost allowances over de- 
preciation charges recorded in the 
books will not adversely affect future 
years. In fact, the growing firm can 
look forward to an ever-increasing an- 
nual tax saving continuing year after 
year. Only a moribund firm with 
steadily declining investment in cap- 
ital assets is likely to be faced by a 
deferred tax liability, and then only if 
its dying years are likely to be profit- 
able ones. 

“There are substantial indications 
that the Canadian Pacific Railway 
Company does not belong in the cate- 
gory of moribund companies. The 
Canadian economy and the railway 
give every evidence of being healthy 
and thriving. During the past decade 
the Canadian Pacific has grown fairly 
regularly and its expansion plans for 
the future promise that this growth 
will continue. If this is the case, there 
would seem to be no justification in 
economics or accounting for recog- 
nizing hypothetical income tax 
charges and creating a deferred tax 
liability.” 
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Professor Locklin, in his evidence, 
reviewed decisions of various State 
regulatory commissions and submit- 
ted the following summary: 


“Examination of the cases before 
State commissions in which liberalized 
depreciation and the proper tax allow- 
ance in rate cases have been consider- 
ed shows that two arguments have 
been pressed for permitting a tax 
allowance in excess of actual taxes 
paid. 

“The first is the contention that 
lower income taxes resulting from ac- 
celerated depreciation for tax pur- 
poses are offset by higher taxes at a 
later date. This argument, although 
valid to a considerable degree when 
applied to the rapid amortization of 
defence facilities under section 168 
of the Internal Revenue Code of the 
United States, has been found want- 
ing when applied to liberalized de- 
preciation as a continuing choice un- 
der section 167 when the industry is 
constantly expanding or improving its 
propertv. Section 167 of the U.S. In- 
ternal Revenue Code is comparable, 
I understand, to Regulation 1100 es- 
tablished under the Canadian Income 
Tax Act, and the Canadian Pacific 
Railway pays income taxes pursuant 
to the provisions of this regulation. 
None of the State commissions re- 
ferred to above has found the de- 
ferred-tax argument a sufficient reason 
for departing from the rule that only 
the actual taxes paid should be in- 
cluded in the tax allowance in a rate 
case. 

“The other argument used in the 
United States for permitting a tax 
allowance in excess of actual taxes is 
that Congress intended the tax relief 
afforded by the law to provide a 
source of capital funds for business 
enterprises, and that to restrict the 


tax allowance in a public utility rate 
case to the actual taxes paid defeats 
the purpose of Congress in permitting 
liberalized depreciation. This argu- 
ment was accepted by the Indiana 
commission. It is by no means cer- 
tain, however, that this was the prin- 
cipal purpose of Congress in author- 
izing rapid depreciation for tax pur- 
poses. 

“It should be recalled that the liber- 
alized depreciation allowances per- 
mitted under section 167 of the United 
States Internal Revenue Code apply 
to all corporations, regulated and un- 
regulated. In fact, it is probable 
that Congress was thinking principally 
in terms of the great mass of un- 
regulated business enterprises and did 
not have public utilities and trans- 
portation companies particularly in 
mind. 

“In regulated industries income 
taxes are considered as an expense 
and are shifted to the utility’s cus- 
tomers through higher rates where 
that is possible. It would be expected, 
therefore, that when income taxes are 
reduced, through liberalized depre- 
ciation or otherwise, the tax burden 
that had been shifted to the consumer 
would now be reduced. If a regu- 
latory body does not require the bene- 
fits of tax relief to be passed on to 
the customers of the regulated in- 
dustry, it is compelling the public to 
make an involuntary capital contri- 
bution to the company. This point 
has been made in a number of the de- 
cisions. To compel the customers of 
a regulated enterprise to supply cap- 
ital for the enterprise is at variance 
with both the theory and practice of 
public regulation of privately owned 
utilities.” 

Much of Dr. Glaeser’s evidence was 
directed toward quotation and anal- 
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ysis of discussion and argument in 
the United States. This is the con- 
cluding portion of his presentation: 


“Under the rate base method of 
procedure used in Wisconsin as else- 
where in the United States, the rate 
base is the original cost of the fixed 
capital less the accrued depreciation. 
To this single sum value for rate- 
making is applied a fair or reasonable 
rate of return to cover allowances for 
interest and dividends. 


“Those who advocate tax reserves 
for tax savings resulting from liberal- 
ized depreciation are endeavouring to 
get an interpretation that liberalized 
depreciation charges constitute an in- 
terest-free loan from the federal gov- 
ernment. For example, in the Amere 
case before the Federal Power Com- 
mission (re Amere Gas Utilities Co., 
15 P.U.R. (3d) 839) Counsel for 
petitioners refers to the — 

‘. . . interest-free loans which the 

Congress is making available to our 

companies, provided that this Com- 

mission adopts the accounting and 
rate treatments that we are seek- 
ing in this petition.’ 

Similarly, and more to the point, the 
New York Telephone Company be- 
fore the New York Public Service 
Commission on June 14, 1956, said: 


‘We recommend that the reserve 
for tax equalization be considered 
as invested capital and not be de- 
ducted in establishing a rate base. 
The reserve arises from the willing- 
ness of the Federal Government to 
defer the collection of certain taxes 
and is, therefore, in effect, an in- 
terest-free loan from the Govern- 
ment.’ 
“This interpretation the Wisconsin 
Committee as well as certain others 
rejects. 
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“The Wisconsin Commission con- 
tends that the interest-free loan con- 
cept is contrary to established law 
and the intent of Congress. In this 
connection it should be pointed out 
that interest-free loans have been 
specifically granted by the Congress 
in connection with the Reclamation 
Act of 1902 in the repayment con- 
tracts provided for by that Act and its 
amendments. Also, in connection with 
the Rural Electrification Act of 1936 
as amended, loans were offered to 
utilities (electric and telephone) and 
to cooperatives; but these were con- 
tractual loans, not constructive loans 
as in the case of liberalized deprecia- 
tion, and they provide for a definite 
repayment schedule with interest 
charges at 2%. Had Congress intended 
to grant interest-free loans it would 
have said so. 


“The Wisconsin Commission per- 
mits the utility, if application is made 
to them, to increase the charge in 
their books for depreciation expense 
by an amount equal to the difference 
between the recorded depreciation 
and the accelerated depreciation times 
the tax rate. Such additional charge 
for depreciation expense is credited to 
the depreciation reserves. It will 
therefore be appreciated that the Wis- 
consin Commission is permitting the 
utilities to make an adjustment to 
their depreciation rates by adopting a 
portion of the accelerated deprecia- 
tion promulgated by the Federal In- 
ternal Revenue Code. This procedure, 
the Commission believes, conforms 
to sound accounting practices and 
effectuates the real intent of Congress. 
It is used for both accounting and 
rate-making purposes. 

“It is my understanding that it is 
the policy of the Board of Transport 
Commissioners for Canada to approve, 
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for rate-making purposes, the straight 
line method of depreciation. That 
being so, I could hardly conceive of 
this Board permitting the carrier to 
use for rate-making purposes depre- 
ciation upon any system or method 
which has not been considered and 
approved by it. In my opinion, the 
Board should not approve any such 
departure since the rates are not de- 
termined here on the rate-base-rate- 
of-return method. 


“It is also my opinion that it would 
be improper to permit the charging as 
an expense of anything more than the 
amount of income taxes actually 
paid.” 

Prof. Fowke, at the beginning of 
his presentation, referred to the so- 
called “Tax Equalization Reserve” of 
the uniform classification of accounts, 
and said “This item may be consider- 
ed from either the accounting point 
of view or from the rate-making point 
of view. My concern is exclusively 
with the latter. Whether or not this 
item is proper from the accounting 
standpoint is for the accountant to 
say. Whether it is a proper charge for 
rate-making purposes in the present 
context is to be judged by its bearing 
on the establishment of just and rea- 
sonable rates for the users of the 
Canadian railway freight system.” The 
reader will have to judge whether Dr. 
Fowke succeeded in avoiding discus- 
sion cf accounting considerations in 
the paragraphs now quoted from his 
evidence: 

“Terminology has develoned in con- 
nection with this matter which, how- 
ever well it may serve the purposes 
of the accountant, is misleading and 
question-begging in rate cases and 
can only serve to cloud the issue. The 
closely allied expressions ‘tax equal- 
ization’ and ‘tax equalization reserve’ 
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are of this kind as are also the terms 
‘tax deferral and ‘interest free loan’ 
when used in this context. 


“The ordinary suggestion of these 
terms when applied to a sum of 
money representing the difference be- 
tween the provisions made for taxes 
on income on the basis of recorded 
depreciation, and the estimate of in- 
come taxes payable as computed on 
the basis of capital cost allowance 
claimed for income tax purposes (for 
example, the $9,500,000 figure cal- 
culated by the Canadian Pacific Rail- 
way Company as relating to 1957), is 
that the sum constitutes a just and 
reasonable charge upon the freight- 
rate payer because the sum is really 
income tax left with the company to 
be claimed by the government in the 
specific amount — but without interest 
— at some determinable and not re- 
mote future date. Although deferred 
rather than immediately payable, pro- 
vision must be made now, it is argued, 
in order that income tax may be 
equalized. 

“The terminology suggests as 
normal what is a highly unlikely 
outcome. 

“Under certain improbable assump- 
tions regarding the future the sums 
referred to here might be said to 
constitute tax deferrals and the taxes 
payable on a deferred basis might ap- 
proximate the amounts provided in 
the tax equalization reserve. The 
conditions necessary to match future 
income tax obligations at an early date 
with amounts approximately the same 
as the tax equalization reserve are 
likely to occur only as a remote pos- 
sibility. 

“No tax deferrals will become pay- 
able as income taxes (a) if the com- 
pany is maintaining or expanding its 
investment in depreciable assets, and 
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(b) if income tax regulations relating 
to capital cost allowances remain un- 
changed. If these conditions are not 
met, the sum calculated as the tax 
deferral will become payable in the 
amount specified only if future op- 
erations are profitable and rates of 
income taxation remain unchanged. 

“The avowed intention of the Can- 
adian Pacific Railway Company to ex- 
pand its rail properties for years to 
come makes it certain that income 
taxes which are not paid now will, 
even without changes in income tax 
rates and regulations, continue to be 
deferred to the point where their 
possible payment to the government 
will be far removed from any legi- 
timate claim on the freight shipper of 
today.” 


e 2 * 2 & 


Witnesses introduced by counsel 
for the C.P.R. included Walter L. 
Schaffer, C.P.A., a senior member of 
the firm of Lybrand, Ross Brothers & 
Montgomery; George G. Richardson, 
F.C.A., who was chairman of the 
C.I.C.A. Committee on Accounting 
and Auditing Research when Bulletin 
No. 10 was released; and James A. 
de Lalanne, C.A., president of the 
Canadian Institute of Chartered Ac- 
countants. 

Mr. Schaffer, a member of the 
Council of the American Institute of 
Certified Public Accountants and a 
past or present member of several of 
the Institute’s committees, including 
the Committee on Accounting Pro- 
cedure, expressed his personal opinion 
of deferred tax accounting as recom- 
mended in the American Institute’s 
Accounting Research Bulletin 44, as 
follows: 

“Q. Would you care to express your 
own opinion as to the advisability of 
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having this tax reserve where your 
reported depreciation is different from 
the declining balance which you 
would use for tax purposes? 

“A. I should be pleased to. 


“It is my personal opinion, as well 
as that of each of the other members 
of my firm which presently make up 
its Committee on Practice, of which 
I am chairman, that ARB 44 should 
be amended to provide that, in all 
situations in which an accelerated 
method of depreciation is used for 
tax purposes but another appropriate 
method is followed for financial ac- 
counting purposes and when the 
amount of income tax annually pay- 
able is materially affected by the use 
of the accelerated method for tax 
purposes, deferred tax accounting 
should be adopted. 

“I am not prepared to accept the 
proposition which has been advanced 
by opponents of deferred tax account- 
ing that the reductions in income 
taxes — and I am speaking of the 
situation in the United States — grow- 
ing out of the use of accelerated de- 
preciation will result in a permanent 
tax saving or a permanent deferral of 
tax payments, since in essence, I 
understand, it rests upon the assump- 
tions that there is also an element of 
‘permanency’ to the present accel- 
erated depreciation provisions of the 
Internal Revenue Code and that the 
costs of future annual additions to 
or replacements of facilities will be 
reasonably constant or increase from 
year to year. 

“However, as I have indicated, my 
firm is not prepared at the moment 
to take a position contrary to the re- 
commendations expressed by the In- 
stitute’s Committee on Accounting 
Procedures, in its Accounting Re- 
search Bulletin No. 44, when express- 
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ing a formal opinion upon the finan- 
cial statements of a company.” 

Mr. Richardson discussed the dif- 
ferences between the deferred tax ac- 
counting procedures recommended by 
the American Institute committee and 
the procedures recommended by the 
Canadian Institute committee, and he 
explained the thinking underlying 
Bulletin No. 10. His explanation is 
outlined in the concluding portion of 
his examination in chief: 

“Q. Would you continue with your 
discussion.? 

“A. I had just referred to the fact 
that the deferred credit which was 
of a nature similar to income received 
in advance also has the effect of re- 
cognizing the loss of future deduc- 
tibility of the asset for tax purposes. 

“Assets in respect of which the tax 
claims have been exhausted or are 
relatively small are not worth the 
same price as similar assets which are 
eligible for future allowances in full. 
This difference in value is frequently 
an issue in negotiations between buy- 
ers and sellers of businesses and often 
affects the price or the method of 
purchase. 

“To sum up — from the balance 
sheet point of view, the Bulletin No. 
10 treatment is not primarily intended 
as a device for providing for a future 
liability, but is a deferred credit to 
income which also serves to provide 
a suitable offset against the asset in 
recognition of the exhaustion of tax 
claims. 

“Q. Now, Mr. Richardson, will you 
discuss briefly the suggestion that a 
tax reserve will build up too large 
amounts? 

“A. Evidence has already been sub- 
mitted to the Board which has 
focused attention on the question as 
to whether the deferred credit will 








continue to grow or not and it has 
been suggested that if it continues 
to grow, the corresponding amount of 
tax will never become payable. Hence 
it represents a real and permanent 
saving which should be included im- 
mediately in income. 


“A similar argument used to be 
made against providing for deprecia- 
tion on a regular accrual basis, such 
as by the straight line method. In fact, 
many utilities provided only a ‘retire- 
ment reserve’ which was designed 
merely to take care of fluctuations in 
retirement from year to year, but was 
not based on amortizing the cost of 
the asset over its expected usable 
life. The latter was said to be un- 
necessary. This basis of retirement 
reserve accounting has, in recent 
years, largely given away to regular 
provisions for depreciation on a 
straight line or other basis. 


“As I have indicated, the question 
as to whether or not the reserve will 
ever be reduced does not arise in the 
circumstances of this case, when the 
account is viewed in its proper light 
as a deferred credit. Moreover, the de- 
ferred credit may be considered to be 
continually revolving, being reduced 
by allowances previously received 
when the corresponding depreciation 
is recorded in the accounts and in- 
creased by new amounts set aside in 
this account in respect of excess tax 
allowances over depreciation recorded 
against other assets. 


“Q. Mr. Richardson, you have ex- 
pressed your views as to the advis- 
ability of an account such as that 
prescribed in a Uniform Classification 
of Accounts for Class 1 Railways in 
Canada for Account 770 1/2. Is it 
your opinion that that account is ad- 
visable only for accounting purposes 
or for rate purposes, or for both? 
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“A. Mr. MacPuerson: I don’t know 
if the witness can answer that ques- 
tion, and I am objecting before he 
tries io answer. He might answer any- 
thing, and I don’t propose he should 
without the Board passing on whether 
or not it is the proper question to be 
asked. 

“Mr. Fraw ey: I would think that 
the witness should be qualified as a 
person who is experienced in the 
matter of making rates. He may be, 
but certainly his qualifications to now 
have not indicated that. 

“THe Assistant Cuter: I think we 
will hear him subject to your objec- 
tion. This witness is an expert. He 
may be able to help us. I would like 
to hear what he has to say. 


“Tue Wirness: It is my view that 
it is a proper item to be taken into 
account in the making of rates along 
the lines laid down in the Uniform 
Classification of Accounts.” 

Mr. de Lalanne drew attention to 
the unfortunate tax position facing a 
company if it used ordinary straight 
line rates for tax purposes: 


“Q. Now, Mr. de Lalanne, will you 
speak of the situation as it relates 
to the Canadian Pacific? 


“A. The Canadian Pacific Railway 
has been making heavy capital ex- 
penditures during the past few years 
and, in view of the higher amount of 
capital cost allowance available for 
income tax purposes in the earlier 
years of the life of any assets under 
the new diminishing balance method, 
the company has taken advantage of 
such privileges for the years 1954, 
1955 and 1956, although a lesser 
amount of depreciation has been re- 
flected in its annual accounts. 

“As already mentioned, the amount 
of capital cost allowance to be 
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claimed by the taxpayer is at the 
option of such taxpayer and in making 
his decision he must assess the effect 
not only on the current year but also 
on the accounts of subsequent years. 
In considering the question as to 
whether claim should be made for 
(a) the amount allowed by the 
Board, (b) the maximum amount 
allowed for tax purposes or (c) some 
intermediate amount, it must be kept 
in mind that even if the railway 
claimed in the early years on the basis 
of straight line depreciation, as auth- 
orized by the Board, in due course the 
point would be reached where the 
amount allowable for tax purposes, 
under the diminishing balance meth- 
od, would be less than such straight 
line allowance and thereafter, the re- 
duced amount only would be deduct- 
ed by the Department in computing 
taxable income. 

“Q. As I understand the provisions 
of the regulations, say for rail, the 
railway companies are allowed to de- 
duct or to charge as depreciation for 
income tax purposes 6% of the un- 
depreciated capital cost of their 
assets? 

“A. That is my understanding. 

“Q. Under, say the straight line 
method, the percentage that you 
charge is the percentage on the origin- 
al cost and not on the undepreciated 
capital? 

“A. That is correct. 

“Q. Do I understand from the state- 
ment you have just made that your 
6% of the undepreciated capital cost 
may become less than the percentage 
under the straight line method? 

“A. That is correct, after you pass 
the cross-over point. 

“Q. And the amount of 6% of un- 
depreciated capital cost is the max- 
imum you can take in any year? 











“A. Yes. 

“Q. Will you please continue? 

“A, Hence, assuming a capital cost 
allowance of 200% of the straight line 
rate, a taxpayer must take each year, 
for tax purposes, the maximum capital 
cost allowance permitted by the In- 
come Tax Act and Regulations, to ob- 
tain as nearly as possible the full cost 
of a depreciable asset during its ser- 
vice life. 

“To do otherwise would require 
claims for tax purposes after the asset 
had been retired. 

“That we explained earlier in my 
submission — unless the full amount 
of capital allowance is taken, the un- 
depreciated capital cost base is always 
larger, and hence the net never gets 
down quite to what it is under the 
diminishing balance method.” 


The validity of any assumptions as 
to regular replacement or expansion, 
and constant tax rates and regulations, 
came into discussions at several 
points. Mr. de Lalanne gave his views 
on this question in the following pass- 
age, which deals also with the inter- 
pretation of important sections of the 
uniform classification of accounts: 


“Q. In the period of your practice, 
have you noted any constancy in in- 
come tax rules, or any constancy in 
the additions to inventory or assets 
in the ordinary company which you 
audit? 


“A. Speaking to the second question 
first, I don’t think I can recollect any 
except one or two power companies 
possibly, where there has been a fairly 
continuous growth with additions of 
capital assets — there have been 
growth and sales, not necessarily in 
assets which would be qualified for 
depreciation purposes. There certain- 
ly have been quite a few changes in 
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income tax laws and regulations over 
the period in which I have been in 
practice; I do not think they have 
been entirely constant — they have 
been constant to the extent that there 
always has been a tax applied on 
profits. But the rules with regard to 
depreciation and other matters cer- 
tainly have changed considerably over 
that time. 


“Q. Will you speak for a moment 
of the procedure to be followed by 
the railways in setting up deprecia- 
tion under the uniform classification? 

“A. The two sections which seem to 
me to apply to this situation are 467, 
which is the expense account, and 


which reads: 


‘This account shall include pro- 
visions for federal, provincial or 
other government taxes based on 
the carrier’s net income from rail- 
way operations for the fiscal 
period’; 

and section 770 1/2, which is a credit 

account, and reads: 


‘This account shall include the 
amounts of differences between the 
provisions made for taxes on in- 
come, as computed on the basis of 
recorded depreciation, and the es- 
timate of income taxes payable as 
computed on the basis of capital 
cost allowance claimed for income 
tax purposes.’ 


“Q. As an accountant reading this 
classification, what conclusion do you 
come to? 


“A. In the absence of any statement 
to the contrary, my conclusion when 
I read it first, and I have not changed 
my mind, is that no doubt it was in- 
tended that the income taxes should 
be computed both for accounting and 
for rate-making purposes on the net 











| 
| 








nt 


1- 


ACCOUNTING RESEARCH 


income, applying the uniform classi- 
fication of accounts. 

“QO. Apart from the terms of the 
classification, you having heard the 
evidence here last fall and again this 
fall, in respect of this matter, what 
is your opinion? 

“A. I am very strongly in favour of 
that procedure — the one cited in the 
two sections — and so for my personal 
opinion, I would say section 7701/2 
should be retained in the uniform 
classification of accounts, and that it 
be recognized for both accounting and 
rate-making purposes.” 

This short résumé has touched only 
the highlights of the C.P.R. hearing. 
Limitations of space have precluded 
references to the Bell Telephone Com- 
pany case, and to the able arguments 
of counsel in both hearings. They 
merit a careful review, and we hope 
that they can be dealt with in a later 
issue of The Canadian Chartered Ac- 
countant. It is, of course, now known 
that the arguments favouring deferred 
tax accounting in rate-making were 
accepted by the Board of Transport 
Commissioners, but that this decision 
was overruled by the Federal Cab- 
inet. These decisions seem to call 
for extended discussion by members 
of the accounting profession. 
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Committee Action 


The Committee on Accounting and 
Auditing Research of the C.LC.A. 
recognized that the Cabinet's reversal 
of the decision of the Board of Trans- 
port Commissioners of Canada, and 
the explanations given to support such 
action, may be interpreted as con- 
flicting with and overruling the de- 
ferred credit treatment of current tax 
savings. Bec2use of this possibility, 
full consiceration was given, at the 
annual meeung of the committee on 
May 26 and 27, 1958, to the validity 
of the recommendations of Bulletin 
No. 10. 


It was the consensus of the com- 
mittee that the Cabinet’s decision does 
not reflect on the merits of deferred 
income tax accounting as an account- 
ing procedure. It was noted that the 
present ruling of the Cabinet referred 
to rate-making principles, not ac- 
counting principles, and was con- 
sidered to be purely a matter of rate- 
making policy in the particular cir- 
cumstances. The committee wishes to 
report that, after full consideration, it 
has come to the conclusion that a re- 
vision of the recommendations con- 
cerning income measurement, as out- 
lined in Bulletin No. 10, is not de- 
sirable at this time. 
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Practitioners Forum 


How SMALL Firms Can Best SERVE 
THEIR CLIENTS 

This topic was discussed by a panel 
at the C.I.C.A. convention in Saska- 
toon in August, 1957. Panel mem- 
bers were N. C. Hagan, Moose Jaw; 
D. B. Davis, Kitchener; D. A. Ross 
and J. G. Simonton, Calgary. The 
chairman was the editor of this de- 
partment. 

As this subject has practically no 
boundaries, the discussion was limited 
to the four main areas of importance, 
namely staff, income tax, special ser- 
vices and informative reporting. 

G. F. Abbott of Montreal has com- 
mented on the draft of this column. 


Staff 

Naturally at the beginning of 
practice staff is not much of a prob- 
lem. The staff will consist of the 
practitioner and his secretary. How- 
ever, successful public accounting is 
not a one-man business; if the practi- 
tioner is successful his clientele will 
increase and a need for staff will de- 
velop. If his practice is to grow past 
the point where he can handle all the 
work personally proper attention to 
staff is vital. 


Careful selection of personnel, good 
training methods and _ subsequent 


delegation of responsibility are the in- 
gredients that produce good service to 
clients. 

The normal source of juniors for a 
small firm is high school students with 





no previous job experience. There 
are not too many factors by which to 
judge a student applicant. The in- 
terview will give a general impression 
of his appearance, speech and man- 
ner. During the interview the em- 
ployer should satisfy himself that the 
student understands what the position 
entails and is seriously interested in 
accounting as a life career. The ap- 
plication letter or form he fills in will 
give information as to his writing and 
neatness, as well as the answers to the 
usual questions. Letters of reference 
may reveal some personal characteris- 
tics and details of family background 
or history otherwise not brought to 
light. 

The student’s high school record, 
marks and teachers’ comments are 
most significant. Although it is pos- 
sible for a competent person to do 
poorly in school because of lack of in- 
terest, illness or some other legitimate 
reason, poor marks should be a warn- 
ing to the prospective employer. A 
general rule of personnel assessment 
is that the past foretells the future, and 
good marks at school are a sound in- 
dication that a student will do well on 
his course. Particularly significant 
are the marks in English and mathe- 
matics. 

The only remaining method of ap- 
praisal is by testing, as carried out by 
personnel departments of large orga- 
nizations. Because of the lack of con- 
clusive evidence offered by previous 
job experience, testing is important. 
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The orientation and preference tests, 
provided by the Canadian Institute of 
Chartered Accountants to any provin- 
cial institute that wishes to use them, 
are highly recommended. They are 
designed to ascertain if the student 
has the capacity necessary to obtain 
membership and to indicate the stu- 
dent’s interests. A test measuring the 
applicant’s general adjustment should 
also be given to complete coverage of 
all areas requiring appraisal. 

Thus an attempt is made to deter- 
mine whether the applicant is suited 
to auditing work. The unanimous ex- 
perience of the panel members was 
that it was unwise to engage students 
not possessing above-average intelli- 
gence and appropriate _ interests. 
These students do not develop satis- 
factorily, and are not happy with 
their work and their employers are 
not happy with them. Accordingly, 
careful processing of all applicants is 
indicated. 


Naturally, a firm must decide well 
in advance what its student needs 
will be and attempt to develop a bal- 
anced staff, with the right proportion 
of juniors, intermediates and seniors. 
Experience indicates that the most 
satisfactory way to obtain good inter- 
mediates and seniors is to develop 
one’s own. Usually the students that 
switch frequently from one firm to 
another are not the most satisfactory 
staff. If they were, their present firm 
would not let them get away. Of 
course, there are exceptions to this 
generality. 

A proper plan for on-the-job train- 
ing is necessary. Firms with an office 
manual may have an advantage, al- 
though smaller firms can offer the 
new junior greater personal contact 
with partners. In any case, the stu- 
dent should be made to feel at home 
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and part of a team. One partner 
should be responsible for planning his 
training. 

Of particular significance are regu- 
lar discussions. Meetings may be 
held during the spring and fall, avoid- 
ing the summer vacation period and 
the winter seasonal work peak. They 
should be held regularly and the staff 
preferably divided into junior, inter- 
mediate and senior groups. Their aim 
is to get full participation from all 
members of the staff. In addition, one 
or two annual social meetings for 
golf or dinner are good for morale. 


Income Tax 

A large percentage of the clients 
of the small firm do not require a stat- 
utory audit, because they are private 
companies or unincorporated busi- 
nesses. Their reasons for engaging 
an auditor are numerous. However, 
the main one is that they need assist- 
ance with income tax. As this is his 
chief means of attracting clients the 
small practitioner must be particular- 
ly competent in this field and develop 
a reputation for giving sound tax ad- 
vice. 

A client’s problems may cover a 
wide area ranging from estate plan- 
ning, whether or not to incorporate, 
sale of equity in a business, to ar- 
rangement of his personal affairs. 

In order to equip himself to serve 
his clients most effectively the practi- 
tioner should establish close liaison 
with the legal profession. When 
clients require legal documents pre- 
pared, for example, agreements of sale, 
cooperation between the lawyer and 
accountant is wise in order to fore- 
stall any tax problem that might arise 
if the Taxation Division attempts to 
tax the profit on the sale. Establish- 
ment of friendly working relations 
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with a lawyer well versed in tax mat- 
ters is also worthwhile so that cases 
may be referred to him when they 
reach the point where a lawyer should 
be consulted. 

Some discussion of the ethics in- 
volved in tax work is perhaps appro- 
priate. On the one hand, the account- 
ant represents the client and his rela- 
tions with him are confidential. On 
the other hand, he has to maintain a 
reputation for honesty and _trust- 
worthiness with the tax officials. His 
concern that his reputation be above 
reproach is a necessity if he is to be 
of practical use to his clients. The 
auditor should maintain the highest 
ethical standards. He should not as- 
sociate himself with any tax fraud, 
and if he is not able to persuade a 
client to be honest, he should resign. 


Similarly, a good working relation- 
ship with the Taxation Division is 
helpful. This will facilitate matters 
for clients, particularly when informa- 
tion can be exchanged over the tele- 
phone and proposed assessments dis- 
cussed verbally. In this way, routine 
tax matters can be disposed of more 
efficiently than by letter, and assess- 
ments revised without the need for 
formal appeals. 


Special Services 

This topic is of considerable inter- 
est to all firms. However, the prob- 
lems of the small firm are consider- 
ably different from those of the large 
national firms. The small practitioner 
is in management consulting whether 
he likes it or not, and to a greater pro- 
portion than the large firm. This is 
because his clients do not have many, 
if any, sources of advice other than 
their auditor. The large corporation 
is able to afford the advice of special- 
ists. The smali businessman is not, 


and thus he turns to his auditor for 
advice on all kinds of problems. 


In order to advise clients, the prac- 
titioner has to have a broad knowl- 
edge of many subjects including busi- 
ness principles and barometers and 
the general application of all tax laws. 
He must have the necessary sources 
of reference for insurance and other 
forms of protection. He must be fa- 
miliar with the problems of succession 
and its consequences. He is expected 
to know the legal as well as the bene- 
ficial implications of prospective con- 
tracts, not to mention being prepared 
to give a reasonable opinion as to the 
scope and limitations of introducing 
sputniks into the office, factory or 
sales force. 


A successful practitioner in a small 
city appraised the situation very 
frankly in these words: “I am practis- 
ing as a chartered accountant in order 
to make as good a living as I can. I 
believe that the small practitioner can 
make more money for himself and at 
the same time be far more useful to 
his clients if he spends less time au- 
diting the records and more time try- 
ing to help his clients interpret their 
financial statements. He has to dis- 
cover as best he can what has hap- 
pened and why, and then, using this 
information, help his client lay plans 
for the future.” 


Other discussions on this subject 
have developed the point that the 
small firm does not need specialists 
on its staff but needs to realize, when 
asked for advice on a problem it is 
not qualified to solve, that it should 
refer the client to competent consult- 
ants. Or to go one step further — 
when it recognizes that a client has a 
need for specialized management con- 
sulting advice, it should point this out. 
By initiating arrangements with an 
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established management consulting 
firm, a small firm can help its client 
and itself. 

The areas the accountant is quali- 
fied to handle include accounting 
systems, financial policy, estate and 
income tax problems. Generally, one 
of the most important contributions 
he can make to his client’s business 
success is to discuss with him his busi- 
ness problems and do the job a comp- 
troller does in a large company as 
part of the management team. Some- 
times this relationship is formally re- 
cognized by appointing the auditor to 
the board of directors. However, he 
can offer suggestions and advice 
equally well, without being a direc- 
tor, if he is invited to attend board 
meetings. Serving clients in this man- 
ner provides personal satisfaction 
from tangible accomplishments, is 
usually more remunerative than rou- 
tine audit work and tends to strength- 
en the bond between client and audi- 
tor. 


Informative Reporting 

In addition to verbal discussions, 
preparation of statements and the au- 
ditor’s formal report, most account- 
ants write a letter to the board or 
proprietor. The contents of these let- 
ters will be discussed in this column 
in September, 1958. The preparation 
of useful, clear, complete yet con- 
cise reports is an important and tan- 
gible part of service to clients. 

An accepted procedure is to discuss 
with the management the statements 
and report in draft form. This is in- 
tended to bring out points not uncov- 
ered by the routine auditing, to act 
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as a check on the accuracy of the re- 
port, and to build confidence between 
the management and the auditor. 
Such discussions are also part of the 
process of educating clients to under- 
stand and use statements. This verb- 
al reporting is particularly necessary 
because many of the proprietors of 
smaller businesses lack any formal ac- 
counting or business training. Points 
may arise which lead to the de- 
velopment of other useful work for 
the accountant. 

Finally, as to general relations with 
clients, naturally, if an accountant is to 
be successful he must have satisfied 
clients. His clients must like him and 
respect his advice and competence. 
It follows that he must develop a 
sound personal relationship with 
them. He must know their businesss 
well and understand their problems, 
becoming their confidant. If he is to 
succeed in his endeavours to build an 
accounting practice, he must learn to 
be of maximum value to his clients. 


BUDGETING 
In an item published some years 

ago in the Ohio C.P.A., Walter R. 

Bunge suggested that public account- 

ants should offer to instal budget sys- 

tems for clients. Benefits wotld in- 
clude: 

1. Development of a closer continu- 
ing relationship between clients 
and their accountant. 

2. Additional work for the off-season. 

8. Demonstration that auditors can 
be of assistance in the manage- 
ment consulting area. 

4. Good value to the client and con- 
structive help to management. 
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MAGAZINE ARTICLES 


ACCOUNTING 

“AUTOMATION AND ACCOUNTING” by 
C. L. Keenoy. The Accounting Re- 
view, April 1958, pp. 230-236. 


Discussing some of the potentiali- 
ties of automatic data processing in 
retailing, Mr. Keenoy describes what 
he calls the “Sales-Tromic” system. In 
its simplest form, this system com- 
prises a special register linked elec- 
trically with a punched paper tape re- 
corder. The recorder punches a pa- 
per tape record of all information en- 
tered into the register. The data on 
the tape can later be transferred auto- 
matically to punched cards and then 
processed on tabulating machines, or 
it can be fed directly into electronic 
data-processing systems equipped 
with a paper tape reader. 

A more complete form of the “Sales- 
Tromic system includes, in addition to 
the register and recorder, a media 
reader. This small, sensing device 
reads the information on pre-punched 
price tags and salespersons’ and cus- 
tomers’ tokens. It then causes this in- 
formation to be punched into paper 
tape by the recorder, along with the 
data entered through the register. 

At the end of the day the tape can 
be delivered or mailed to a nearby 
processing centre. There, either on 


tabulating equipment or through an 
electronic computer, it is processed, 
and the retailer is provided with al- 
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most any kind of statistical or ana- 
lytical breakdown he requires. 

The principle, reports Mr. Keenoy, 
is applicable to almost every type of 
original entry business. In each case, 
it preserves, as a by-product of the 
creation of necessary documents, a 
complete record of original entries for 
subsequent analysis and classification. 


“THE CHALLENGE TO THE ACCOUNTANT 
iN Inpustry” by N. K. Easton. The 
Accountants’ Journal, January 1958, 
pp. 191-194. 


“The stirring challenge . . . to the 
accountant in industry is to match the 
equipment with which he is now sup- 
plied, firstly, by wakening thrilled to 
his emancipation from pallid scribe to 
full-blooded rapporteur, and secondly, 
by studying, as the simple communi- 
cation problem that it is, the only 
justification for his existence — the 
coherent and timeous presentation of 
statistical information to his execu- 
tive colleagues. The challenge ac- 
cepted, the accountant will out- 
technic the self-styled technical man 
in the employment of modern equip- 
ment and the making fully automatic 
of the processes of his production, 
and be looked up to in awe by them 
as was the driver of the first motor 
car; the challenge neglected, he will 
be left muttering his incoherent jar- 
gon and remain — for a time — an 
object of contemptuous pity like a 
toothless and senile ostler shuffling 
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around the stables, now garage, long 
after the horses have gone, until his 
imminent extinction . . .” 

“The choice is ours; the time is 
now...” 


EDUCATION 

“Quatity iN HicHER Epucation” by 
John W. Gardner. Betta Gamma 
Sigma Exchange, Spring 1958, pp. 3-7. 

This is one of the most balanced 
discussions on the subject of education 
to be found in the vast outpouring of 
literature that has appeared in the 
United States since Russian advances 
in the physical sciences were revealed 
to the world. 

Rejecting the argument that society 
has to choose between “elite” or 
“mass” education, with the concom- 
itant implications of quality versus 
quantity, Mr. Gardner calls for a maxi- 
mum development of individual po- 
tentials at all levels. He wants, in ef- 
fect, a society exhibiting a gradation 
of developed skills from the most 
humble to the most exalted activity, 
with a recognition that “excellence” 
is not a word that should be reserved 
solely for the handful of universities 
that stand at the peak of intellectual 
achievement. 

“Excellence is where you find it,” 
advises the author. “I would extend 
this generalization to cover not just 
higher education but all education 
from the vocational high school to the 
graduate school .. . There may be ex- 
cellent plumbers and incompetent 
plumbers, excellent philosophers and 
incompetent philosophers. An excel- 
lent plumber is infinitely more admir- 
able than an incompetent philosopher. 
The society which scorns excellence in 
plumbing because plumbing is a 
humble activity and tolerates shoddi- 
ness in philosophy because it is an 
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exalted activity will have neither good 
plumbing nor good philosophy. 
Neither its pipes nor its theories will 
hold water...” 

The moral for accountants is clear: 
to strive to the limit of our capacity 
for excellence in the performance of 
our duties in terms of the objectives 
we have set for ourselves and for our 
profession. 


MANAGEMENT 

“PaRKINSON’S Law” by C. Northcote 
Parkinson. The Management Review, 
February 1958, pp. 14-17. 

“Parkinson’s Law,” which is report- 
ed as becoming a household term in 
management circles, is based on a re- 
cognition of the fact that work ex- 
pands so as to fill the time available 
for its completion. “Thus,” says Park- 
inson by way of illustration, “an elder- 
ly lady of leisure can spend the en- 
tire day in writing and dispatching a 
postcard to her niece at Bognor 
Regis...” 

In public administration, Parkinson 
has observed that the multiplication 
of officials has not left some of them 
with time to spare or enabled all of 
them to work shorter hours. He 
claims, in fact, that the growth of 
bureaucracy is not related to the 
quantity of work to be done at all. It 
is governed by Parkinson’s Law, 
which may be represented by the two 
axiomatic statements: 

(1) “An official wants to multiply 

subordinates, not rivals. 

(2) Officials make work for each 

other...° 

Tracing through the operation of 
these forces in a hypothetical case, 
Parkinson demonstrates how an orig- 
inal staff of one can be expanded to 
seven, while producing the same end 
result as before. 
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MANAGEMENT ACCOUNTING 


“THe NatTurE OF MANAGEMENT AC- 
COUNTING” by Paul T. Crossman. The 
Accounting Review, April 1958, pp. 
222-227. 


Not an entirely new development in 
the broad field of accounting, manage- 
ment accounting emphasizes the re- 
cording and reporting of operating 
data to meet the needs of a new 
group — the hired managers of large 
corporations. The emergence of the 
corporation as a dominant factor in 
our economy has resulted in a shift in 
the objectives of accounting from 
meeting the needs of individual own- 
ers and of short-term creditors to pro- 
viding data useful to managers in 
successfully planning and controlling 
the operations of multi-million dollar 
and even billion dollar enterprises. 


Management accounting functions 
largely through operating reports 
based on standard costs and bud- 
gets, through internal auditing, and 
through special studies and reports 
pertaining to the probable effect of 
proposed plans and programs. 

To the practitioner, management 
accounting means adjusting to new 
methods of collecting and recording 
data, new demands for additional ser- 
vices and new concepts of reporting. 
To the teacher, it means added em- 
phasis upon the uses of accounting 
data as well as staunch adherence to 
the teaching of basic theory and prin- 
ciples. 

We should remember that essential- 
ly all accounting is management ac- 
counting and that good accounting 
must always adhere to the highest 
standards of the profession. Only by 
maintaining high standards in educat- 
ing young people for an accounting 
career, and by continuing to adhere 
to high standards in practice will we 






serve best in the field of management 
accounting. 


“THe FururRE OF THE ACCOUNTANCY 
Proression” by H. Greenwood. The 
South African Accountant, March 
1958, pp. 24-28. 

In comparison with that of his 
counterpart in Europe, the training of 
the South African accountant (which 
is very similar to ours) leaves a great 
deal to be desired, claims the author 
of this article. Before his investiture, 
the continental accountant is required 
to demonstrate a comprehension of 
ability in fields other than those as- 
cribed to accounting. Professor 
Greenwood thinks that in conse- 
quence of this “higher” starting point, 
the average level of the accounting 
profession in some _ countries in 
Europe (e.g. Sweden, the Nether- 
lands and West Germany, is far 
above anything that can be hoped for 
in South Africa at present. But he 
believes that external social forces 
will bring some radical changes in the 
traditional scope and function of the 
auditor in South Africa. There will 
be less emphasis on the auditor's re- 
sponsibility for defalcations, he thinks, 
and an increased demand for the posi- 
tive contributions the auditor can 
make when auditing is regarded as 
the means to an end, rather than an 
end in itself. 


TAXATION 


“THE REFORM OF PERSONAL TAxa- 
TION” by Nicholas Kaldor. The Ac- 
countant, April 12, 1958, pp. 423-428. 


Characterizing the present system 
of taxation in the United Kingdom as 
“absurdly inequitable”, Mr. Kaldor, of 
Cambridge University, proposes a 
system which relates taxable capa- 
city to level of spending. Individuals 
would be assessed not to one tax but 
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to five different taxes, each levied at 
moderate rates, and all on the basis 
of a single return. The five taxes 
would comprise in addition to in- 
come tax: a tax on realized capital 
gains; an annual tax on property; a 
tax on total personal expenditure; 
and a general gift tax payable by the 
recipients of gifts, to replace the sys- 
tem of death duties. 

Each person would continue to sub- 
mit a single return showing: a state- 
ment of wealth and assets at the be- 
ginning and end of the year; a state- 
ment of receipts from gifts and outlay 
on gifts; a statement of sale and pur- 
chase of assets; and a statement of 
borrowing and lending, and other re- 
ceipts and cash payments. From this 
return, taxable income, capital gains, 
capital value, net savings and gifts 
can all be computed, says Mr. Kaldor. 

On Kaldor’s recommendation, the 
Government of India has already 
adopted the capital gains tax, the an- 
nual capital tax and the expenditure 
tax; and proposes to introduce a gift 
tax shortly. 


“Can GOVERNMENT SPENDING STABI- 
LIZE THE Economy?” by Carrol M. 
Shanks; an address before the Execu- 
tives’ Club of Chicago, March 21, 
1958; pp. 12. 


The answer Mr. Shanks gives to the 
question posed in the title of this ad- 
dress is a decided “yes”, but he 
stresses that, in his opinion, govern- 
ment spending in the post-war period 
has exerted almost invariably an un- 
stabilizing, rather than a stabilizing, 
influence on the private economy. 

The immediate fiscal problem 
facing the United States in 1958, in 
Mr. Shank’s opinion, is that of using 
government spending and taxing to 
assist recovery from the present busi- 
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ness recession. He recommends an 
acceleration of defence projects al- 
ready underway and substantial de- 
creases in income taxes. A reduction 
in the corporation income tax and av- 
erage reductions of 5% to 10% in in- 
dividual income taxe rates would now 
be in order, he asserts. 


Turning to 1959 and beyond, Mr. 
Shanks sees the federal government 
absorbing an even greater share of 
goods and services than it does now. 
To avert further inflationary pressure, 
and in the absence of a substantial in- 
crease in private savings, tax increases 
in 1959 appear to Mr. Shanks to be 
the only way to pay for the defence 
program. We must face up frankly to 
long-run fiscal policy problems, he 
warns, rather than solve them de- 
viously through inflation. 


BOOK REVIEW 


Overhead Costing, by R. Lee Brum- 
met; School of Business Administra- 
tion, University of Michigan, Ann 
Arbor, 1957; pp. 157; $5.00. 


Differing methods of handling over- 
head charges are largely responsible 
for inconsistencies in “product cost” 
concepts. There is in modern indus- 
try a preponderance of overhead costs 
and a wide range of possible interpre- 
tations of the “cost of goods sold” and 
“work in process” and “finished goods” 
inventories in financial statements. 
Concepts of “product cost” range from 
inclusion of only direct production 
costs to these plus prorations of indi- 
rect production costs and selling and 
administrative costs. The accounting 
profession has done little to prevent 
misleading the naive reader and con- 
fusing the informed reader by lack of 
a consistent meaning for product 
costs. The object of the monograph 
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is not to advocate a particular tech- 
nique but “to explore the various con- 
cepts of overhead costs of products 
from several viewpoints in an attempt 
to clarify the problems involved and 
to encourage a re-examination of the 
entire area of overhead costing”. (p. 
vii) 

The introductory chapter summar- 
izes the history of overhead costing 
since 1875, followed by two chapters 
dealing with overhead costing in re- 
lation to the problem of calculating 
net income and determining the finan- 
cial position of enterprises. The dif- 
ferent concepts of the amount of fixed 
overhead costs to be associated with 
units of product are discussed in some 
detail. A strong recommendation is 
made that the American Institute of 
Certified Public Accountants should 
consider clarifying the accountants’ 
position in the varied concepts of as- 
sociating overhead costs with prod- 
ucts and should: 

. attempt to reverse the current tend- 
ency of accountants to classify costs, with 
a considerable degree of arbitrariness, in- 
to product and period groups. (p. 153) 


The suggestion that long-run planned 





utilization and efficiency be used as 
the bases for overhead charging rates 
with deferment of production over- 
head cost balances (perhaps with ab- 
sorption over a complete business 
cycle) is unlikely to encounter a fa- 
vourable reception with the profession 
and the businessman, even if it “.. . 
seems fundamentally sound”. (p. 82) 

A serious weakness of the book is 
the lack of an index. The concepts 
discussed at considerable length on 
overhead costing in relation to finan- 
cial accounting are covered again in 
Chapters V and VI, where the concern 
is with the practical capacity, expect- 
ed activity, and other bases of costing 
from the point of view of pricing deci- 
sions of management and cost con- 
trol. 

Although the book is difficult, it 
contains material with which the 
economist, as well as the accountant, 
should be familiar and is well worth 
the reader’s time. It is hoped the 
monograph will provide a challenge 
for further analytic studies in this 
area. 

Gritpert R. Horne, Pu.D.., 
Assumption University, Windsor. 
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Tax Review 


(Because of the confusion and un- 
certainty concerning the methods of 
allocating profits between provinces 
which have existed for the better part 
of a year, the Editor feels that the fol- 
lowing article will be of interest to 
those readers who are unable to keep 
abreast of this rapidly changing and 
somewhat confusing situation.) 


ALLOCATION OF TAXABLE INCOME IN 
CANADA 

Insofar as Canada has a written 
constitution, it is to be found in the 
British North America Act of 1867 
which restricts the provinces to rais- 
ing money by direct taxes within the 
province whereas it permits the Par- 
liament of Canada to employ “any 
mode or system of taxation”. When 
the B.N.A. Act was passed by the 
Imperial Parliament at Westminster, 
the relative unimportance of direct 
taxation at that time led no one to 
suspect that it would be later coveted 
by each of the various taxing jurisdic- 
tions in Canada. By granting the pro- 
vinces access to such riches, the Im- 
perial Parliament indirectly contribut- 
ed to the cause of provincial autono- 
my and created the need for such 
latter-day legislation as the Federal- 
Provincial Tax-Sharing Agreements 
Act. 

With eleven governments entitled 
to exact direct taxes, it goes without 
saying that there is a very real need 
for a sane and thoughtful approach 
to this problem in order to avoid 
double taxation and discontent. At 
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present, eight of the ten provinces 
have “Tax Rental Agreements” with 
the Government of Canada which do 
not expire until 1961 and under which 
they have agreed not to impose per- 
sonal income taxes, corporation profits 
taxes or succession duties. The Pro- 
vince of Quebec has declined to va- 
cate any of these fields, while the 
Province of Ontario has agreed «vt 
to impose personal income taxes. 


As far as the provinces of Ontario 
and Quebec are concerned, they are 
vitally interested in the allocation of 
corporate income as between prov- 
inces. Obviously, the more that they 
can allocate unto themselves the bet- 
ter. The Government of Canada, on 
the other hand, not unlike a mother 
with ten children, cannot play favour- 
ites. For this reason, when weighing 
a formula for the allocation of taxable 
corporate income, it must consider its 
threefold consequences. The formula 
must serve as the basis for establish- 
ing the amount of the provincial tax- 
credit. It also measures the amount 
of tax that the agreeing provinces are 
relinquishing under the tax rental 
agreements and how much they will 
receive by way of tax equalization 
payments from the federal govern- 
ment. This subject is well dealt with 
on pages 108 to 118 of “The National 
Finances — 1957-58” published by the 
Canadian Tax Foundation and inter- 
ested readers are referred to this pub- 
lication. 

Where a province levies a corporate 
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profits tax, corporations may deduct 
9% of taxable income earned in that 
province from the federal income tax 
otherwise payable. In the case of a 
province which does not levy this 
tax, it receives transfer payments 
from the federal government for re- 
linquishing this right which are re- 
lated to the taxable corporate income 
earned in that province. In addition, 
tax equalization payments are made 
to the less fortunate provinces based 
upon the corporate income allocated 
to the provinces of British Columbia 
and Ontario, the most prosperous of 
Canada’s ten provinces. 


In 1957 Ontario re-entered the 
corporate taxation field and enacted 
The Corporations Tax Act, 1957 
which was largely copied from the 
Income Tax Act (Canada) except for 
certain new features which aroused a 
storm of protest. The most contro- 
versial of the changes concerned a 
new allocation formula which, it sub- 
sequently developed, was the brain- 
child of the federal government. Al- 
though the new formula recognized 
two factors, sales and wages, in allo- 
cating revenue between provinces, it 
attributed sales to the province from 
which the goods were shipped rather 
than the destination of the merchan- 
dise. Since Quebec is less highly in- 
dustrialized than Ontario, it was not 
surprising that it did not look upon 
the new formula with favour and in- 
dicated that it would continue to al- 
locate profits on a sales basis only, 
with the residence of the customer, 
rather than shipping point, generally 
deciding the province to which sales 
would be attributed. 


This difference of opinion between 
the federal and Ontario govern- 
ments on the one hand and Que- 
bec on the other could have resulted 








in one company paying taxes at an 
effective rate of 58% and another at 
38%. Fortunately, the vociferous pro- 
tests of the injured, as well as criti- 
cism by accountants and lawyers, 
caused the federal and Ontario gov- 
ernments to amend their new alloca- 
tion formula. The amended formula 
gives equal weight to sales and wages, 
but sales are apportioned according 
to the residence of the customer. Had 
this formula been adopted at the 
outset, it may be that Quebec would 
have been prepared to adopt it also 
but, of course, this is only a matter of 
conjecture. In any event, there has 
been no indication that Quebec is pre- 
pared to change its present formula 
which has been used since 1947 and 
which, apparently, has not caused too 
much trouble. 

With the problem of allocation now 
more or less resolved, the comments 
below on the allocation of profits may 
prove of interest. It is to be ob- 
served that the rules referred to apply 
to all taxation years ending in 1957 
and subsequently. 


Federal Provisions 


As observed, corporate profits for 
federal purposes are allocated to those 
provinces in which a company main- 
tains a permanent establishment on a 
“sales-and-wages” basis. A perma- 
nent establishment would include 
branches, factories, warehouses, offi- 
ces and other fixed places of busi- 
ness. It would include an employee 
or agent who has general authority to 
contract for his employer or principal 
or has a stock of merchandise from 
which he regularly fills orders which 
he receives. It would also include 
the use of substantial machinery or 
equipment in a_ particular place. 
Once the permanent establishments 
have been determined, it is necessary 
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to allocate profits to each of them 
based upon the average percentage of 
sales and wages. All sales to custom- 
ers resident in a particular province 
are attributed to the permanent es- 
tablishments therein and salaries and 
wages are apportioned to the perma- 
nent establishments to which the em- 
ployee is attached. If sales are made 
to customers resident in a province 
in which the corporation has no per- 
manent establishment, they will be 
attributed to that establishment to 
which the employee negotiating the 
sale can reasonably be regarded as be- 
ing attached. 


Canadian corporations having 
branches or doing business in foreign 
countries are subject to federal tax 
on the profits earned abroad but are 
permitted to claim a foreign tax 
credit in respect of foreign taxes paid. 
However, for the purpose of the Fed- 
eral-Provincial Tax-Sharing Agree- 
ments Act, the total profit of the cor- 
poration is still allocated to permanent 
establishments, wherever situated, ac- 
cording to the sales and wages form- 
ula, regardless of tax conventions. 


Where a corporation is resident in 
one of the countries with which Can- 
ada has a tax convention, the profits 
subject to tax by the Government of 
Canada are those attributable to per- 
manent establishments in Canada. 
These profits are determined, not by 
allocating total profit according to a 
fixed formula, but according to the 
actual profits as shown by branch ac- 
counts or other documents. Once the 
Canadian profits are determined, they 
are distributed between permanent 
establishments in each province ac- 
cording to the formula referred to 
above. 

In the case of a corporation resident 
in a country with which Canada does 
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not have a tax convention, it will be 
subject to tax by the federal govern- 
ment upon that part of its income 
that may reasonably be attributed to 
the business carried on by it in Can- 
ada. While there are no particular 
rules tor determining such profits, it 
is to be noted that it is not necessary 
to maintain a permanent establish- 
ment in Canada but only that busi- 
ness be carried on therein. 


Ontario Provisions 

The Province of Ontario’s definition 
of permanent establishment is now the 
same as that of the federal govern- 
ment. The principle underlying the 
allocation of income to the Province 
of Ontario according to the sales and 
wages formula is also similar in pur- 
pose and wording. However, certain 
complications do arise as a result of 
practical refinements which Ontario 
has seen fit to make. Although in- 
consistent with accepted principles, 
Ontario includes generally in its net 
income subject to tax the world in- 
come of any Canadian corporation 
which has a permanent establishment 
in that province and it draws no dis- 
tinction between resident companies 
and those not resident in that prov- 
ince (i.e. having their principal place 
of business therein). Consequently, 
if a company resident in one of the 
other provinces is subject to tax in 
Ontario, the tax will be levied on its 
total income and a credit of 11% al- 
lowed against that tax in respect of 
profits allocated to permanent estab- 
lishments outside Ontario. 

Where companies also do business 
in the Province of Quebec, special 
complications arise because of that 
province’s different allocation rules 
which could result in double taxation. 
To avoid this, Ontario recognizes the 
Quebec allocation formula in respect 
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of profits attributable to Quebec, al- 
though the actual mechanics of this 
variation are not simple. Where the 
percentage of profits actually taxed 
by Quebec is greater than the per- 
centage allocated to it under the On- 
tario rules, the Province of Ontario 
will increase its normal credit by 9% 
of the difference in order that Ontario 
companies will not be subject to 
double taxation on the provincial 
level. However, to offset this theor- 
etical loss of revenue, Ontario will re- 
duce its credit in respect of Quebec 
profits by 9% of the difference, where 
the percentage of profits taxed by 
Quebec under Quebec rules is less 
than what would be allocated to Que- 
bec under the Ontario formula. In 
certain circumstances this means that 
Ontario will seek to collect taxes that 
the Province of Quebec chooses not 
to collect for itself. Whether this is 
right and proper is a moot point but 
it does produce an equitable situa- 
tion. With this variation, the total 
provincial taxes should equal the 9% 
federal credit in respect of income 
earned in both provinces plus 2% of 
the income earned in Ontario, so long 
as the taxable income for Quebec pur- 
poses is not materially different from 
federal or Ontario taxable income. 


Where companies resident in Can- 
ada have foreign branches, the in- 
come allocable to those foreign coun- 
tries with which Canada has a tax 
convention is excluded from the net 
income subject to tax by Ontario. If 
no convention exists between Canada 
and the foreign country, profits will 
be allocated to that country by the 
sales and wages formula. A techni- 
cal difficulty exists if branches are 
maintained in both convention and 
non-convention countries as it would 
appear from the wording of the Act 
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that in such cases profits could not be 
attributed to the non-convention coun- 
tries. Presumably, this is not the in- 
tention and should therefore be ig- 
nored. 


With respect to companies resident 
in a country with which Canada has 
a tax convention, the income initially 
subject to tax by Ontario will be that 
income attributed to Canada under 
the provisions of the tax convention. 
Ontario then reduces the tax other- 
wise payable 2s previously described. 
In the case of corporations resident in 
countries with which Canada has no 
tax convention, the income initially 
subject to tax will be the same as that 
subject to tax by the federal govern- 
ment under section 31 of the Income 
Tax Act (Canada). 


Quebec Provisions 


The Province of Quebec, on the 
other hand, chooses to remain quite 
aloof from any allocation methods 
and principles which would obtain 
nation-wide acceptance. There is no 
definition of permanent establishment 
but the province will seek to tax 
“every company, corporation, . . . . do- 
ing business in the province, in his or 
its own name or under a firm name 
or through any person paid by sal- 
ary or commission or in any other 
manner, acting as employee, vendor, 
agent, representative or otherwise”. 
Of course, it will only levy a tax upon 
the profits deemed to be earned in 
Quebec which, to a large extent, de- 
pend upon whether the corporation’s 
principal place of business is inside or 
outside Quebec. 

Where a corporation, the principal 
place of business of which is in Que- 
bec, maintains a bona fide office and 
resident employee in another jurisdic- 
tion, it is permitted to allocate profits 
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TAX REVIEW 


to that jurisdiction based upon the 
percentage of sales to customers resi- 
dent therein. Sales made to custom- 
ers resident in 3 province or jurisdic- 
tion in which no office and employee 
is maintained will be allocated to 
Quebec regardless of where the per- 
son negotiating the sale is attached. 
In the case of export sales or sales to 
the Government of Canada, they will 
be attributed to a jurisdiction other 
than Quebec only if the goods are 
actually manufactured outside of Que- 
bec. 


In the case of corporations whose 
principal place of business is outside 
the province, Quebec will tax the 
profits allocated to Quebec on the 
sales basis regardless of whether or 
not the corporation actually has a 
permanent establishment in the prov- 
ince. In other words, any corporation 
which can be proved to be doing 
business in Quebec will be taxed up- 
on a percentage of its profits equal to 
the percentage of sales made to resi- 
dents of Quebec. Export and federal 
government sales will be allocated to 
Quebec if the goods are manufactured 
in the province. 


A further difficulty arises in that 
the province does not recognize in- 
ternational tax agreements and will 
always base its tax calculations upon 
the total world income of corpora- 
tions doing business in Quebec even 
if a convention exists between Can- 
ada and that foreign country. Branch 
accounts are not acceptable. 


While the formulae now in use for 
allocating profits between jurisdictions 
may not be the best available, they 
do, at least, prevent any appreciable 
amount of double taxation, although 
they also now prevent certain com- 
panies from obtaining tax advantages. 
To be sure, it would be desirable if all 
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jurisdictions adhered to the same 
formula, but this possibly could only 
be brought about if the federal gov- 
ernment were to increase the provin- 
cial credit to 11%. If this were done, 
the Province of Quebec could increase 
its tax rate to 11% and introduce the 
wages factor in the formula. This, 
of course, is mere speculation but it 
does suggest a solution. 


THE LAW 


Canada-Belgium Income Tax 
Convention 

Canada has entered into a tax 
agreement with Belgium (including 
Belgian Congo and the Territory of 
Ruanda-Urundi) which, however, has 
not yet been proclaimed in force. As 
soon as the instruments of ratification 
have been exchanged, the provisions 
will apply at once to taxes deductible 
at source, and with respect to other 
taxes, in the year following. The con- 
vention contains the usual exemption 
from tax of industrial and commer- 
cial profits earned in one territory un- 
less a permanent establishment is 
maintained therein. The Canadian 
withholding tax on dividends is re- 
duced to 5% where, during the whole 
of the taxation year, the Canadian 
company is more than 50% owned by 
a company resident in Belgium or an 
association of not more than four 
such companies each owning at least 
10% of the shares. Belgium will not 
impose the personal complementary 
tax or any similar tax on dividends, 
interest, royalties or rentals received 
from sources in Belgium by a resident 
of Canada who does not have a per- 
manent establishment in Belgium. 
Compensation for personal services is 
exempt in the usual manner except 
that the maximum remuneration can- 


not exceed $3,000. 
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As a matter of interest, Canada now 
has tax agreements with the follow- 
ing countries: 

United States; United Kingdom and 
certain Territories; France; Sweden; 
New Zealand; Ireland; Denmark; Ger- 
many (proclaimed in force as of Jan- 
uary 1, 1958); South Africa (January 
1, 1958); Netherlands (January 15, 
1958); Australia (not yet in force); 
Belgium (not yet in force). 


Logging and Mining Taxes 

Part VII of the Income Tax Regu- 
lations has been revoked and a new 
Part VII substituted, applicable to the 
1957 and subsequent taxation years. 
The new regulations require a sep- 
arate calculation for the deduction of 
provincial logging and mining taxes. 
The definitions of “income” from min- 
ing or logging operations has been re- 
vised extensively and it is suggested 
that reference to the new regulation 
should be made by all interested par- 
ties. Attention is also drawn to the 
fact that the Yukon Territory and 
Northwest Territories are deemed to 
be provinces for the purpose of this 
new regulation. 


Straight-line Depreciation for Farmers 

Farmers owning gas wells that are 
part of the equipment of a farm and 
from which the gas produced is not 
sold may claim straight-line deprecia- 
tion at the rate of 10%, applicable to 
the 1957 and subsequent taxation 
years. Depreciation on such gas wells 





may no longer be claimed under Class 
8-20% on the diminishing balance sys- 
tem. 


RECENT TAX CASES 

Sale of Interest in Joint Venture 

The appellant company agreed to 
participate in a large construction pro- 
ject with the prime contractor as a 
joint venture. Before the contract 
was completed, the appellant sold its 
interest in the joint venture to a third 
party who agreed to repay to the ap- 
pellant all the money it had advanced 
plus the sum of $90,000. The com- 
pany did not include the $90,000 in 
income, contending that it was orig- 
inally in partnership with the prime 
contractor, that its interest in the part- 
nership was a capital asset and there- 
fore the sale of this asset constituted 
a capital receipt. The Exchequer 
Court upheld the Minister’s conten- 
tion that the sum in question was an 
income receipt, as did the Income Tax 
Appeal Board before it. The matter 
was quickly disposed of by the rul- 
ing that what would undisputably be 
a trade receipt, if paid after comple- 
tion of the contract, could not consti- 
tute enhancement or the selling price 
of a capital asset merely because it 
was received somewhat in advance. 
“Surely then if the parent transaction 
is liable to income tax, its legitimate 
issue cannot claim a different surname 
or quality”. (General Construction 
Co. Ltd. v. M.N.R.) 








Y 


sys- 


1 to 
oro- 


ract 


re- 
ler 
an 


‘ax 
ter 


le- 


BY J. E. SMYTH, F.C.A. 


Associate Professor, 


Students Department Queen’s University 





PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and re- 
flect the personal views and opinions of the various contributors. They are designed not 
as models for submission to the examiner but rather as such discussion and explanation 
of the problem as will make its study of benefit to the student. Discussion of solutions 
presented is cordially invited. 


PROBLEM 1 | 
Intermediate Examination, October 1957 
Accounting I, Question 7 (18 marks) 


R Co. Ltd. has suffered heavy losses over the past several years and is 
having increasing difficulty in meeting its annual interest charges. The 
cumulative dividends on preferred shares are also four years in arrears. 

The directors have submitted the following reorganization plan to the 
bondholders and to the shareholders for approval: 

(i) Supplementary letters patent to be obtained to cancel the present 
authorized capital and to substitute an authorized capital consisting 
of 10,000 4% non-cumulative preferred shares of a par value of 
$100 each and 100,000 common shares of no par value. 

(ii) The holders of 64% mortgage bonds to receive $1,000 in new 5% 
debentures and 5 new common shares valued at $10 each for each 
$1,000 bond presently held. 

(iii) The holders of 54% cumulative preferred shares to receive: 

(1) 1 new 4% preferred share and 1 new common share valued at 
$10 for each 54% preferred share presently held. 

(2) 5 new common shares valued at $10 each for each $50 of 
preferred dividends in arrears. 

(iv) The holders of common shares of $100 par value to receive 5 new 
common shares valued at $10 each for each common share present- 
ly held. 

(v) The remaining authorized shares to be issued to a financial syn- 
dicate for cash — the preferred shares at par and the common 
shares at $9 each. 

(vi) Reorganization expenses, including commissions, to be paid in 
cash to the financial syndicate, are estimated at $8,000. 

(vii) The reduction in share capital to be applied in the following order: 
(1) To write off the deficit. 

(2) To write off intangible assets. 
(3) To reduce the recorded value of the fixed assets. 
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The following is a condensed balance sheet of R Co. Ltd. as at 
December 31, 1956, before the proposed reorganization. 
R CO. LTD. 


BALANCE SHEET 
as at December 31, 1956 





ASSETS 
Pict cement gesets . 6... ca i ses er ne lan i Rae nt Alek peace), GARE Cee $ 100,000 
Fixed assets (net) .......... Paresh Sees Ree re te RN aL eR Ee UES 1,750,000 
eee Re Ste eee een Tee ad ee: Mays cpl cana cli SS. 


$1,950,000 





LIABILITIES AND CAPITAL 
64% First mortgage bonds, due 1966 ......................... been. oe SOBj000 
Shareholder’s equity: 
Capital stock — authorized and issued 
6,000 54% cumulative preferred shares 


of a par value of $100 each ................ $ 600,000 
10,000 common shares of a par value of 
PRIN oy ra SE is les errr 
$1,600,000 
Less accumulated deficit Pee eRe Oe A: Rl AS 150,000 1,450,000 


$1,950,000 





Arrears of preferred dividends at December 31, 1956 are $132,000. 


Required: 
(a) Journal entries, complete with narratives, to give effect to the 
proposed reorganization and stock issues. 
(b) Pro-forma balance sheet of R Co. Ltd. as at December 31, 1956, 
upon completion of the reorganization, assuming that the above 
transactions take place as of that date. 


A SOLUTION 


(a) R CO. LTD. 
JouRNAL ENTRIES 


Re Proposed REORGANIZATION 


Dr. Cr 
Oe | a 500,000 
Reorganization djustment ... 2.0.6.5. 65 oes e eee ceen 25,000 
ee ne eee ics, Sicilian cota eetrd ca is 500,000 
DECI MOOR NO ooo soo sic te dors nes cess 25,000 


To record cancellation of 6%% first mortgage bonds and 
settlement: issue of $1,000 debentures and 5 new common 
shares for each $1,000 of bonds cancelled. 









STUDENTS DEPARTMENT 87 


1958 
at (2) 5%% cumulative preferred shares ...................... 600,000 
} Reorganization adjustment ................... 0-000 192,000 
4% non-cumulative preferred shares ................ 600,000 
} I MM: NOS) os 2e- sik See aresdieoad ones 192,000 
To record cancellation of 5%% preferred and settlement: 
1 — 4% preferred share and 1 common for each 54% share 
cancelled and 5 new common for each $50 of dividends 
in arrears. 
,000 ee 
000 (3) WOMAGeentibe RENNER & 2 oc cst Os bind sca ish Sena eGw keno 1,000,000 
000 } Reorganization adjustment ....................55- 500,000 
a TIO EIB TONOAPES 5. 6.50580 since takaltal sion ees 500,000 
000 To record cancellation of old common and settlement:— 
= 5 new common shares for each old common cancelled 
000 Ma aS IRN ese tN ot Hy Ne ake a sd hs dich cab gs 654,700 
4% non-cumulative preferred shares ................. 400,000 
INOW CONMRORYENOIOS sooo. San cedgutes Coebaee es 254,700 
To record issue of balance of authorized issues for cash 
to a financial syndicate. 
(5) Reokpanization empense... .. i... so saadsccccseeessvcens 8,000 
OME ag aves yeh ee RA ens 2 OL Sk Py yaar Cat Mayr Cert 8,000 
To record payment to a financial syndicate for reorganiza- 
“ t tion expenses. “ 
00 (6) ‘Reonmnization adjustment ....... 06.55.0000. 50 ous 283,000 
ii Reorganization expenses .............20cec cee ceees 8,000 
- ROEM Ohare terete oer t fy ER errs Pa Sonya ans 150,000 
CORRMUOTIRG eA tenet rtd Cate aad oo AT ees eee 100,000 
PRN RINE oo nh rd 2S Dee cnet LS 5 dans gS Ors 25,000 
To record write off of deficit, write-off of intangible assets 
” . and write-down of fixed assets by applying reduction in 
5 capitalization due to reorganization. 
7e ™ 
(b) R CO. LTD. 
Pro-FoRMA BALANCE SHEET 
AS AT DECEMBER 31, 1956 
(See Note 1) 
ASSETS 
enn UNIAN PF De I ec ne a ae aa Rl ae oe $ 746,700 
Fixed assets — cost less write-off and accumulated depreciation ........... 1,725,000 
0 ’ $2,471,700 











THE CANADIAN CHARTERED ACCOUNTANT, JULY, 1958 


LIABILITIES AND CAPITAL 
Liabilities: 
en inn PENT EONS 4s 6ioccs 6s Ae tas eee Se each eek $ 500,000 
Capital: 
Preferred stock — 
Authorized — 10,000 shares of 4% non-cumulative 


of a par value of $100 
Issued and fully paid — 10,000 shares .......... $1,000,000 
Capital stock — 


Authorized — 100,000 common shares — 
no par value 
Issued and fully paid — 100,000 shares ............ 971,700 1,971,700 


$2,471,700 


Note 1 

The above balance sheet is after giving effect to the following: 

(1) 6%% first mortgage bonds retired by issue of $1,000 of new 5% debentures and 
5 new common shares for each $1,000 presently held. 

(2) 5%% preferred retired by issue of 1 new 4% preferred and 1 new common for 
each preferred share presently held. 

(3) Preferred dividends in arrears to be met by issue of 5 new common shares for 
each $50 of dividends in arrears. 

(4) Old common shares to be retired by issue of 5 new common shares at paid up 
value of $10 for each share presently held. 

(5) Balance of authorized shares, i.e. 4,000 preferred and 28,300 common, to be 
sold to a financial syndicate for cash. 

(6) Reorganization expenses of $8,000 to be paid the financial syndicate. 

(7) Reduction of share capital used to write off deficit, write off intangible assets 

and write down fixed assets. 


PROBLEM 2 
Final Examination, October 1957 
Accounting II, Question 1 (15 marks) 
A group of individuals, the shareholders of L Co. Ltd., have been asked 
to consider the sale to M Co. Ltd., a Canadian corporation, of either: 
(i) All the assets less liabilities of L Co. Ltd. as at December 31, 1956, 
OR 

(ii) All the outstanding shares of L Co. Ltd. as at December 31, 1956. 

The sale is to be effective January 1, 1957 and the settlement price in both 
proposals is substantially in excess of book value. 

L Co. Ltd. has increased its surplus each year by profitable operations 
since commencement of business in 1938 and has owned a substantial amount 
of depreciable assets since 1938. Book value of these assets has always 
been equal to undepreciated capital cost for tax purposes. 

If the assets are sold, L Co. Ltd. will be wound up in 1958. 





| 
| 
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Required: 

Outline the tax considerations which arise in each basis, from the point 
of view of: | 

(a) Vendor, and 

(b) Purchaser, 
who are dealing at arm’s length. 


A SOLUTION 
Tue PurcuaseE or L Co. Ltp. sy M Co. Ltp. 


(a) Tax considerations from the point of view of the vendor (shareholders 
of L Co. Ltd.) 


(i) The sale of assets less liabilities 
If L Co. Ltd. sells its assets and winds up, its shareholders will suffer 

the following disadvantages: 

(1) The company will be subject to income tax on the depreciation allowed 
in 1949 and subsequent taxation years to the extent that the selling 
price establishes that the depreciation allowed has not been sustained. 
L Co. Ltd. may also have a profit on the inventory which would be 
subject to tax. 

(2) The shareholders will be taxed at full personal rates, less dividend credit, 
on the non-tax paid undistributed income received at winding up the 
company. The company must pay a 15% tax to establish tax-paid un- 
distributed income and also a 20% tax on any premium on redemption 
of preferred shares; so that while some portion of the undistributed 
income may be distributed tax-free to the shareholders, it will have been 
reduced by the taxes paid by the company. 

(ii) The sale of shares in L Co. Ltd. to M Co. Ltd. 

The shares will be purchased from the shareholders of L Co. Ltd. 
and the whole of the proceeds in their hands will constitute a capital 
realization and the gain will be a capital gain free of tax liability. 


(b) Tax considerations from the point of view of the purchaser (M Co. Ltd.) 


(i) The purchase of assets less liabilities 

This method of acquisition avoids tax and other liabilities relating to 
the vendor company. M Co. Ltd. may be allowed capital cost allowance in 
respect of the properties acquired. 
(ii) The purchase of shares in L Co. Ltd. 

M Co. Ltd. cannot amortize the excess of purchase price of the shares 
over book value of the underlying assets as a cost deductible for tax purposes. 

The undistributed income of L Co. Ltd. as of December 31, 1949 can be 
passed to M Co. Ltd. tax free after payment of the 15% tax. An election to 
pay the 15% tax on the undistributed income on hand at December 31, 1949 
may be made either before or after L Co. Ltd. has become a controlled 
company. 
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Any dividends paid out of surplus accumulated from January 1, 1950 
to December 31, 1956 (designated surplus) will, however, be taxed at full 
corporate rates in the hands of M Co. Ltd. unless L Co. Ltd. elects, prior to 
the date at which control changes hands, to pay 15% tax on undistributed 
earnings on hand at December 31, 1949 and on an amount of surplus equal 
to dividends paid or deemed to have been paid from January 1, 1950 to 
December 31, 1956. The election to pay 15% tax on post-1949 earnings 
must be made prior to the date L Co. Ltd. becomes a controlled company 
and cannot be made unless an election has been made to pay 15% on un- 
distributed income at December 31, 1949. 


If M Co. Ltd. borrows to finance the purchase of shares, the interest paid 
will not be deductible under section 11(1)(c). 


General considerations 

M Co. Ltd. must decide whether the additional price L Co. Ltd. will 
ask for assets will be worth the advantage of increased capital cost allowance, 
which is a contingent and deferred benefit. The tax liability attached to 
L, Co. Ltd. surplus can be postponed indefinitely and bears no interest. 


Examiner's Comments 


Many candidates would have done better if they had organized their answers to set 
out separately for each of the vendor and the purchaser the advantages and dis- 
advantages of each of the proposals. 


PROBLEM 3 


Final Examination, October 1957 
Accounting II, Question 4 (15 marks) 


J Co. Ltd., which manufactures farm machinery, commenced produc- 
tion on January 1, 1956. At that time, management decided that, for the 
ensuing year, factory service expense was to be applied to production at the 
rate of 120% of direct labour expense. This rate was based upon the follow- 
ing estimates of expenses for the year ended December 31, 1956: 


Direct labour expense — 140,000 hours @ $2.00... ......... $280,000 
Factory service expense: 

EN Be seats 4 I he es $ 84,000 

Variable ..... Be dco 2° Saas Aa. ........ $886,000 


At December 31, 1956, the company’s records showed the following direct 
labour and factory service expenses: 


Direct labour expense — 130,000 hours @ $2.20 _.. . $286,000 
Factory service expense: 

Wg es eo bala: .. .$ 85,600 

Variable ..... Che hh Gak oss pos aS ..... $347,600 


The management is concerned that, on the basis of the predetermined 
rate of application of 120% of direct labour expense, $4,400 of factory service 
expense was unabsorbed by the year’s production. 
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Required: 

(4 marks) (a) Your computations of the effect of the variations in direct 
labour rates and direct labour hours on the absorption of 
both fixed and variable factory service expense. 

(6 marks) (b) The explanations, together with supporting computations, 
which should be given to management as to why the $4,400 
under-absorption existed. 

(5 marks) (c) Discuss the system used by the management for the applica- 
tion of factory service expense. 


A SOLUTION 


(a) Effect of variation in labour rates and hours on absorption of overhead 
(1) Labour rates 
Increase in labour costs due to labour rate — 130,000 hours @ 20c = $26,000 
Increase in absorption of factory service attribytable to increase in labour —== 
rates 


Fixed — 80% of $26,000 ................. $ 7,800 
Variable — 90% of $26,000 ...... eesdaihdstent 23,400 





$31,200 








Labour hours 
Decrease in labour costs due to labour hours — 10,000 hours @ $2.00 = $20,000 


Decrease in absorption of factory service attributable to increase in labour — 


(2 


— 


hours 
Fixed — 30% of $20,000 ................. $ 6,000 
Variable — 90% of $20,000 ................. 18,000 
$24,000 


(b) Possible explanations of the $4,400 factory service underabsorption 
(1) Overspending, $11,600 ($347,600 — $336,000) 
(i) Fixed factory service ($1,600 greater than budget estimate) 
— Budget may have omitted or understated some items of fixed factory 
service. 
— Additional fixed charges may have arisen since the budget was prepared, 
such as an expansion of plant capacity. 
(ii) Variable factory service ($10,000 greater than budget estimate ) 
— Low estimates in preparing budget. 
— Improper or extravagant expenditures. 
(2) Overabsorption of estimated factory service, $7,200 ($31,200 — $24,000) 
(i) Fixed factory service 
— The absorption of fixed factory service on a basis which varies with direct 
labour costs is not realistic. Fixed factory service does not vary with direct 
labour costs, and whenever there is an increase in direct labour cost, 
for whatever reason, fixed factory service will tend to be overabsorbed. 
(ii) Variable factory service 
— The increase in labour rates is not reflected immediately in an increase 
in the various kinds of variable factory service. If a relationship between 
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direct labour cost and variable factory service cost exists, it is a more or 
less long term one, and in the short term a sudden change in direct labour 
rates may impair the relationship. Until the relationship is restored, 
variable factory service will tend to be overabsorbed. 


(c) General comments on the system used for the application of factory 
service expense 
(1) By applying a flat percentage (120%) of direct labour cost in absorbing all 
overhead, the company is treating the fixed elements of overhead as though 
they were variable. 
(2) The use of direct labour cost as a basis for overhead absorption is subject to 
the criticisms that it: 

(a) Does not consider the contribution of other factors of production such as 
machinery. 

(b) Gives dollar weights to such items as depreciation which are more a func- 
tion of time. 

(c) Assumes that the more highly paid operators are employed, the greater will 
be the variable factory service, whereas the reverse is likely to be true if 
this factor has any effect at all. Departments with highly paid operators are 
charged with a larger amount of factory service and for this reason may 
not appear as profitable. 

(3) A direct labour cost basis does, however, have the merits of being easy to use 
and of recognizing those elements of overhead which tend to vary directly with 
direct labour rates. 


Examiner’s Comments 


In the examiner's opinion many candidates would have improved their answers if 
they had re-read the requirements and underlined the essential highlights of the question. 


In part (a) of the question, a considerable number of candidates did not analyze 
the change in absorption of factory service separately as between fixed and variable 
factory service. 


In attempting the explanation required in part (b) very few candidates mentioned 
depreciation as a non-cash expense which is fixed in relation to time, and not to other 
costs. 


In answering part (c), many candidates preferred to discuss alternative systems rather 
than the one described. 


PROBLEM 4 


Final Examination, October 1957 
Accounting II, Question 3 (18 marks) 


The financial statements of X Co. Ltd. for the year ended December 31, 
1956 show a profit of $65,300 before provision for taxes on income for the 
1956 year. 


The following information is relative to the year ended December 
$1, 1956: 
(i) The annual provision for depreciation recorded in the company’s accounts 
totalled $31,100. 
(ii) The undepreciated capital cost for tax purposes of the company’s fixed assets 
at January 1, 1956 was made up as follows: 
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or : I 6h Seal bb Res ahs wk ends adie ae $230,000 
ur Machinery and equipment ..................-..-+0-5: 105,000 
od, SINS 5k ie ken oo, be oe we hae 25,000 
j (iii) The maximum capital cost allowance rates for the company’s fixed assets are 
as follows: 
ry PO RE ERs cdug ik oad once A REUM ER 5% 
Machinery and equipment ...............:cse0sceeeeeee 20% 
all UNS Poros ose etal Hoe RR OURS anldia as 30% 
gh (iv) Purchases of fixed assets during the year were: 
Machinery and equipment .....................0.-00-+ $22,000 
to TUNIR , 0 PAL AM 09% Pen ai A BU Sol ve aaa eia lance 4,500 
(v) During 1956, the company sold two special machines to a sub-contractor for 
as $25,000. The two machines had been purchased in 1954 for $24,000. On 
sale of the machines a profit of $9,640 was recorded in the accounts as 
c- sundry income. 
\ (vi) An automobile which had been purchased in 1955 for $2,500 was sold at its 
ill book value of $2,000. 
if } (vii) The following items are included in the profit and loss account: 
re Dividends received from sundry U.S. corporations less 
Ly 15% withholding tax ........ Be Re Ae AO a ee Po wile Bhatti atic OIG $ 850 
Dividends from taxable Canadian corporations .................... 1,200 
se Tax on premium paid on redemption of X Co. Ltd. preference shares.. 550 
th PAV MRC PR REE eo sic inca iced esas Ssh tw oleys hid wialccsinsen Sih r vu 2,500 
Company contribution for current year’s service to a 
, registered pension plan on behalf of the president ................ 1,600 
Interest paid on assessment for deficient corporation 
if MORNIN EER ETRE 5 8 gta oe cs a eee Sante de wren MOM aaalslers 250 
7 URMTIIR RLIRSONEE x80 te re icin Oe Seon hos pach nt Se a 5,000 
- Increase in cash surrender value of life insurance policy 
* held on life of president — $500, less premiums paid ............ 300 


(viii) X Co. Ltd., P Co. Ltd. and Q Co. Ltd. form a group of related corporations. It 
was agreed amongst the corporations that the lower rate of income tax would be 
applied first to the total taxable incomes of P Co. Ltd. and Q Co. Ltd. P Co. 
Ltd. and Q Co. Ltd. had combined taxable incomes for the year ended 
December 31, 1956 of $12,000. 

. (ix) X Co. Ltd. incurred a loss for tax purposes of $50,000 in 1955, of which 

$40,000 was applied to 1954 taxable income. 


Required: 
Your calculation of the minimum amount of Federal income taxes pay- 
able by X Co. Ltd. for the year ended December 81, 1956. 


Aw 








A SOLUTION 
X CO. LTD 


CALCULATION OF FEDERAL INCOME TAXES 
for the year ended December 31, 1956 


Profit before taxes and income ......................00- 


Deduct 
Excess of capital cost allowance over depreciation 
recorded on books: 
ER een RS Le i a OS $40,350.00 
EE ts AAD res ts Pe bh 31,100.00 


Profit on sale of machinery recorded as sundry income ...... 


Excess of increase in cash surrender value of life insurance 
policy over premiums paid ... 


Add 
U.S. withholding tax on dividend ... 


Tax on premium paid on redemption of preference shares . . 


Goodwill written off .......... 
Excess of company’s contribution for pension fund 
of president over $1,500 .. 
Interest paid on assessment for deficient corporation 
income tax instalments ............ 


Add charitable donations paid .......................... 


Deduct charitable donations allowed — 5% of $54,660.00 .... 


SIMNEUIRIES EMU INONS IC Pee nee ha hh oy hs a eh Ss eh on 
Deduct 


$9,250.00 
9,640.00 


300.00 


150.00 
550.00 
2,500.00 


100.00 
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$65,300.00 


19,190.00 


46,110.00 


3,550.00 


49,660.00 
5,000.00 


54,660.00 
2,733.00 


51,927.00 


11,200.00 


$40,727.00 





} 
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Calculation of tax: 
20% on $20,000 less amount applied to related 


corporations P Co, Ltd. and Q Co. Ltd. ............... $ 8,000.00 $ 1,600.00 

' Ate WA OIDNOOOEE: 8 caso) bw designs edaiss pmaed ga alee Cp eE OO 15,381.69 

0.00 $40,727.00 16,981.69 
Pease iS Wn NOK os Se ewe ante o oes S eae 150.00 

Minimum federal income taxes payable ................... $16,831.69 


Editor’s comments 
Capital cost allowance is calculated as follows: 
Brick Machinery Auto- 
Buildings & equipment mobiles Total 


Undepreciated capital cost, 1 Jan. 1956 $230,000 $105,000 $ 25,000 $360,000 





).00 } Prvctdwes:. A986) co i iihes cows = 22,000 4,500 26,500 
00 230,000 127,000 29,500 386,500 
‘ Proceeds of sales, 1956 (not exceeding 
DUTONARS GORE) 280i w oa dab — 24,000 2,000 26,000 
Undepreciated capital cost before 1956 
RRP 8S ee PSL, 230,000 103,000 27,500 860,500 
‘ Capital cost allowance, 1956 ........ 11,500 20,600 8,250 40,350 
Undepreciated capital cost, 
Oe | $218,500 $ 82,400 $ 19,250 $320,150 
—_——— 
00 : 
a | 
00 
00 
00 
00 
0 
po = | 











The Canadian Institute of Chartered Accountants 


NOTICE OF ANNUAL MEETING 
Montreal, Quebec, September 15, 1958 


The fifty-sixth annual meeting of the Canadian Institute of Chartered 
Accountants will be held in Montreal, Quebec, at the Queen Elizabeth Hotel 
on Monday, September 15, 1958 at 11 a.m. for the reception of reports of 
the president, treasurer and Council, the election of auditors, and other 
business. 


Changes in By-Laws 
In order that all members of the Executive Committee, as defined in by- 
law 14, may become voting members of Council, the following change in 
by-law 5 has been approved by Council: 


“COUNCIL 
5. The Council of the Canadian Institute shall consist of the following 
members: 
(a) Two members to be named by each of the Provincial Institutes. 
(b) The members of the Executive Committee as defined in By-Law 
14, 
Provided that each Provincial Institute may, at its option, name an addi- 
tional representative who may attend all meetings of Council and enjoy 
all the privileges of a full member of Council except that any such repre- 
sentative may not vote unless he is voting in the place of a member 
named in paragraph (a) who is not present at the time of any voting.” 


Under the Act of Incorporation and the by-laws of the Institute, this 
change will require ratification by the 1958 annual general meeting. 


JaMes A. DE LALANNE, E. MicHaEL Howartu, 
President. Executive Secretary, 
Toronto, Ontario, June 15, 1958. 


CHANGE OF ADDRESS 


Members and students who change their address and advise 
The Canadian Institute of Chartered Accountants of such 
change should also notify their own Provincial Institute. 











Periodic reconciliations of mailing lists are carried out but to 
ensure prompt receipt of all provincial Institute mail, it is 
essential that the secretary of the provincial Institute be notified 
directly. 
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Alberta 


Donald A. Gower, C.A. announces the 
admission to partnership of Richard C. D. 
Ogilvie, C.A. Henceforth the practice of 
their profession will be conducted under the 
firm name of Gower & Ogilvie, Chartered 
Accountants, with offices at 10046 — 106 
St., Edmonton. 

Duncan Stuart, C.A. and Harry V. 
Lindskog, C.A. announce the dissolution of 
their partnership known as Stuart & Lind- 
skog, Chartered Accountants. Henceforth 
Duncan Stuart, C.A., and Harry V. Lindskog, 
C.A. will carry on the practice of their pro- 
fession under the firm names of Duncan 
Stuart, C.A. at Lacombe and Harry V. 
Lindskog, C.A. at Red Deer and Ponoka. 


British Columbia 

C. W. Hofstrand, C.A., R. L. Ellis, C.A. 
and J. T. Quelch, C.A. announce the forma- 
tion of a partnership for the practice of 
their profession under the firm name of 
Hofstrand, Ellis & Quelch, Chartered Ac- 
countants, with offices at 1045 W. Pender 
St., Vancouver 1, and 620 View St., Vic- 
toria. 

Munn, Richards, Yeoman & Bonham, 
Chartered Accountants, announce the re- 
moval of their office to No. 32, 539 Pender 
St., Vancouver 2. 

Winspear, Hamilton, Anderson & Co., 
Chartered Accountants, announce the open- 
ing of a branch office at Fort John, with 
James R. Shutiak, C.A. as resident manager. 


Manitoba 


J. Earl Clubb, C.A. has been appointed 
vice-president, finance, Dominion Steel & 
Coal Corp. Ltd., Montreal. 
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New Brunswick 


Avard Marven, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at Ste. 307, 1111 Main St., Moncton. 


Ontario 


R. J. M. Allan, C.A. has been appointed 
president of Addison Industries Ltd. and 
Addisons Ltd., Toronto. 


J. K. Meader, C.A. announces the opening 
of an office for the practice of his profes- 
sion at 18 Cooper Block, Fort William. 


J. K. Punchard, C.A., was guest speaker 
at the annual public relations dinner of the 
Life Underwriters Association of Windsor. 


Edward C. Matthews, C.A. has been ap- 
pointed chief accountant of McMaster Uni- 
versity, Hamilton. 


Gunn, Roberts & Co., Chartered Account- 
ants, Toronto, announce the admission to 
partnership of William J. Morgan, C.A., and 
Donald W. Smith, C.A. 


Quebec 


A. A. Lavallee, C.A. has been appointed 
controller of Eddy Match Co. Ltd., Pem- 
broke. 


P. J. Taylor, C.A. has been appointed di- 
rector and also controller and treasurer of 
Canadian Car Co. Ltd., Montreal. 


Jean-Paul Latendresse, C.A. and Roger 
Latendresse, C.A. announce the formation of 
a partnership for the practice of their pro- 
fession under the firm name of Latendresse 
& Latendresse, Chartered Accountants, with 
offices at 138 Main St., Hull and Ste. 20, 
303 Kendall St., Eastview (Ottawa 2), Ont. 














George A. Touche, & Co., Chartered Ac- 
countants, and P. S. Ross & Sons, Chart- 
ered Accountants, announce the merger of 
their firms and the continuation of their 
practices under the firm name of Ross, 
Touche & Co., Chartered Accountants, with 
offices in Saint John, N.B., Montreal, Ot- 
tawa, Toronto, London, Winnipeg, Regina, 
Saskatoon, Calgary, Edmonton, Cranbrook, 
Vancouver, Victoria and with representation 
in The United States and in Great Britain. 


Saskatchewan 

Clarkson, Gordon & Co., Chartered Ac- 
countants, announce the removal of their of- 
fices to 815 McCallum Hill Bldg., Regina. 


OBITUARIES 


We regret to announce the death of the 
following members: 


JOHN FREDERIC HELLIWELL — 
Death came to the last surviving charter 
member of the Dominion Association of 
Chartered Accountants on May 5, 1958, 
when John Frederic Helliwell passed away 
in Vancouver in his 87th year. 

Mr. Helliwell came west from Toronto in 
1897 to establish the pioneer Vancouver 
firm of Clarkson, Cross and Helliwell. In 
1902, together with his Toronto partners, 
W. H. Cross and E. R. C. Clarkson, and 17 
other practising accountants resident in 
cities from Halifax to Victoria, he subscribed 
to a petition for the granting of a charter 
to the Dominion Association of Chartered 
Accountants. 

Mr. Helliwell subsequently became asso- 
ciated with the late W. M. Maclachlan in 
the firm known today as Helliwell, Maclach- 
lan & Co. In 1914, he was admitted as a 
Fellow to the Institute of Chartered Ac- 
counts of British Columbia. 

Mr. Helliwell’s 40 years of active practice 
in Vancouver were broken during World 
War I by a term of service as captain in the 
British Army in Egypt. 





Mr. Helliwell is survived by his two mar- 
ried daughters and by his son, John L. Helli- 
well, the first vice-president of the 1957-58 
C.1.C.A. Executive and Council. 


W. DICK THOMSON, on May 11, 1958 
after a lengthy illness at the age of 56 
years. After some preliminary training with 
a firm of chartered accountants in Dundee, 
Scotland, Mr. Thomson came to Montreal 
in 1926 and joined the firm of Riddell, 
Stead, Graham & Hutchison, qualifying as 
a chartered accountant in 1929. At the 
time of his death he was a partner in the 
firm of Riddell, Stead, Graham and Hut- 
chison. 


EDWARD ST. PIERRE. At Quebec on 
May 26, 1958 at the age of 48 years. Mr. 
St. Pierre was admitted to membership in 
1935 after serving his apprenticeship with 
Messrs. P. S. Ross & Sons and later joined 
the Department of National Revenue as an 
Excise Tax Auditor. At the time of his 
death he was District Inspector of Customs 
& Excise at Quebec. 


WILLIAM GEORGE BRIGHAM. As a 
result of an accident on May 17, 1958 at the 
age of 29 years. Mr. Brigham graduated 
in Commerce from McGill University and 
served for a number of years with Messrs. 
Price Waterhouse & Co. in Montreal. He 
was admitted to membership in the Institute 
on April 1, 1958. At the time of his death, 
he was assistant secretary-treasurer of 
Westmount Realties Company in Montreal. 


THOMAS RANDALL EDNEY. On No- 
vember 16, 1957 at Sherbrooke, Quebec, 
at the age of 61 years. Mr. Edney was 
admitted to membership in the Institute in 
1931 and for many years carried on the 
practice of his profession in Sherbrooke, 
Quebec, under the firm name of T. R. 
Edney & Company. 
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INSTITUTE. NOTES 


B.C. INSTITUTE 

C.A. Club of Vancouver: Guests at recent 
C.A. Club luncheons have included Van- 
couver Alderman Tom Alsbury speaking on 
“Working Towards Better Labour Rela- 
tions” and U.B.C, Department of Health 
Chairman, Dr. James M. Mather, who spoke 
on the tragic aftermath arising from quack- 
ery in cancer treatment. 

On June 2 Hon. James Sinclair, former 
Federal Minister of Fisheries, spoke on 
“Fisheries and Power’. 

A post-tax deadline smoker on May 2, 
1958 was attended by some 125 members 
scarred from their encounters with tax re- 
turns. 


Vancouver Island C.A. Club: Mr. Thomas 
Willburn, past president of the Victoria 
John Howard Society, was featured speaker 
at a recent C.A. club meeting. On May 23 
the club heard a talk by William Mackie, 
meteorologist. 


Survey of Fees: The Technical and Re- 
search Committee of the B.C. Institute is 
conducting a survey of fee structures em- 
ployed by practising members. Members 
volunteering to answer the questionnaire on 
fees will receive a confidential statistical 
report of the survey. 


C.A. Wives Club: The following officers of 
the C.A. Wives Club of B.C. were elected 
on April 23: president, Mrs. Ian Bell; first 
vice president, Mrs. M. A. Linsley; second 
vice president, Mrs. G. O. Cumpston; sec- 
retary, Mrs. W. F. Burnett; treasurer, Mrs. 
R. F. Gardiner. 

Committee chairmen appointed include: 
membership, Mrs. W. Whiteford; entertain- 
ment, Mrs. D. C. O’Brien; telephoning, Mrs. 
B. E. Stokes; press, Mrs. J. B. Ewing. 

Popular Vancouver Sun columnist “Penny 
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Wise” was the featured speaker at the meet- 
ing of June 9. 

Forthcoming club activities include a 
dance to be held in July at Canyon Gar- 
dens, North Vancouver. 


Vancouver Students’ Society: The annual 
annual smoker of the Students’ Society was 
held at the Kerrisdale Canadian Legion 
Hall on Friday, May 9, 1958. 

Friday, June 13, 1958, marked the Stu- 
dents’ Society annual golf tournament held 
at Birch Bay, Washington. The day’s ac- 
tivities concluded with a smorgasbord din- 
ner at the Birch Bay resort. 


Mass Aptitude Testing Session: On the even- 
ing of April 24, 1958, 244 male students 
drawn from the graduating year classes of 
Greater Vancouver High Schools sat for 
the Strong Vocational Interest Test under 
the sponsorship of the B.C. Institute. 

Students who scored a high interest in 
the accounting field were invited, with 
their parents, to a second meeting held on 
May 28, 1958. Following a brief general 
assembly the capacity gathering of 138 
guests split up for informal group inter- 
views conducted by 20 practising members 
in attendance. Specific recruitment of stu- 
dents was not attempted at this meeting; 
the project was confined to a general orien- 
tation on training courses and opportuni- 
ties offered by the Insitute. 


ATLANTIC STUDENTS SEMINAR 


The 1958 pre-examination seminar spon- 
sored jointly by Dalhousie University and 
the Nova Scotia Institute has been set for 
September 8-12 inclusive. Chairman of the 
Seminar Committee is Derek Burton. All 
students who plan to attend are asked to 
register early because of limited accommo- 
dation. 








ONTARIO INSTITUTE 


Personnel Selection — Ottawa: From July 
1958 A. B. Larose, C.A., Carleton Univer- 
sity, Ottawa (Telephone CE 5-5161) will 
administer the tests in Ottawa. He will re- 
place Professor W. J. McDougall, who is 
spending the next year as visiting professor 
at the University of Western Ontario. 


QUEBEC INSTITUTE 


Howard I. Ross of Montreal was elected 
president of the Institute of Chartered Ac- 
countants of Quebec at its 78th annual 
meeting held on June 16. J. Emile Maheu 
became first vice-president; M. Laird Watt, 
second vice-president; Cecil Usher, secre- 
tary; and Charles Emile Belanger, treasurer. 
Immediate past president is George P. 
Keeping. 

Elected to the Council for one year were: 
F. W. V. Anderson; Maurice de Coster; 
Andre G. Leroux; B. G. Levine; John F. 
Lewis and J. Emilien Nadon; for two years: 
George F. Abbott; Trevor P. Brown; Roger 
Charbonneau; A. Maxwell Henderson; 
Jacques R. Nadeau and James H. Yates. 


C. D. Mellor is executive secretary. 


A full report of the meeting will appear 
in the August issue. 


ALBERTA INSTITUTE 

The forty-eighth annual meeting of the 
Institute of the Chartered Accountants of 
Alberta was held in Edmonton on June 19 
and 20 under the chairmanship of J. G. 
Simonton of Calgary, president of the Al- 
berta Institute. Technical sessions and a 
luncheon were the features of Thursday and 
the following topics were the subject of 
panel discussions: 


(a) What does the community expect of 
an auditor? E. A. Geddes, chairman. 

(b) Integrated data processing and its use 
in Canadian business — D. W. Rogers, 
Chairman. 

(c) Student and staff training, the Institute 
program and the firm program — T. 
G. Halford Chairman. 

(d) Management consulting — divisions 
versus limited companies — ethics — 
attitude of independents — B.C. Tan- 
ner, Chairman. 
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The annual meeting took place on Fri- 
day, June 20 at the Macdonald Hotel. Fol- 
lowing the morning business session mem- 
bers were guests of the Institute at the an- 
nual luncheon in the hotel ballroom. 

A reception for members and their ladies 
followed by a dinner and dance concluded 
the activities sponsored by the Institute. In 
addition the Edmonton Chartered Account- 
ants’ Club presented an old-time dance on 
Thursday evening at the new Norwood Le- 
gion hall. On Friday local and visiting 
ladies were entertained at a luncheon at the 
Mayfair Golf and Country Club. 


HAMILTON AND DISTRICT 
C.A. ASSOCIATION 

The annual golf day, dinner and business 
meeting of the Hamilton and District C.A. 
Association was held on Tuesday June 10, at 
the Waterloo Country Club. Members were 
joined at golf and dinner by the recently 
formed Waterloo-Wellington Chartered Ac- 
countants Association. At the annual meet- 
ing, the following members were elected to 
the Executive Committee for the coming 
year: L. H. Johnston (chairman), W. C. 
Chick, P. F. Connell, L. H. Digby, M. P. 
Greenhill, S. G. Jackson, W. W. Pollock, 
C. G. Robinson, H. P. Sellers. 


ONTARIO STUDENTS 
Pre-Examination Study Group Meetings: 
Arrangements are being made to hold a 
series of pre-examination study group meet- 
ings in September for candidates writing 
the examinations in October. It is planned 
to hold lectures on examination subjects for 
primary, intermediate and final candidates. 
All group meetings will be held in the lec- 
ture hall of the Chartered Accountants 
Building, 69 Bloor Street East. Further 
details will be announced later. 


QUEBEC STUDENTS 

The Institute assembly hall was filled to 
overflowing on the evening of June 5th 
when Philip F. Vineberg, B.A., B.C.L., 
prominent tax attorney, addressed the So- 
ciety on the subject “Estate Planning”. 

This was the second in a series of lec- 
tures by experts in the taxation field which 
are being sponsored by the Students’ So- 


ciety. 





—————————— 
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CLASSIFIED ADVERTISEMENTS 

All replies to box numbers should be sent to 

The Canadian Chartered Accountant, 69 
Bloor Street East, Toronto 5, Ontario 


Closing date is 13th of preceding month 





WANTED: A small accounting practice in 
Ontario by purchase or succession agree- 
ment. Box 782. 


ACCOUNTING PRACTICE WANTED in 
Montreal by purchase or succession agree- 
ment. Box 766. 


ACCOUNTING PRACTICE WANTED: 
Montreal and vicinity, English or French, 
outright purchase or succession. Box 787. 


PRACTICE WANTED: Expanding firm of 
Edmonton chartered accountants desires to 
purchase practice in Edmonton area. Mer- 
ger considered. Box 790. 





POSITION WANTED: Young C.A. desires 
challenging position in Winnipeg area. Di- 
versified professional and industrial experi- 
ence including budgets, systems, costs, 
punched cards, taxes. Box 784. 





POSITION WANTED: Chartered account- 
ant, Bachelor of Commerce graduate, 28 
years of age, having branch managerial ex- 
perience, invites correspondence from prac- 
tising firm of chartered accountants offer- 
ing position leading to partnership or suc- 
cession. Box 785. 





C.A., 37, wishes to return to public prac- 
tice. Eight years industrial experience at 
comptroller level has provided background 
which could be useful in consulting aspect 
of practice. Interested only in arrangement 
leading to partnership by purchase or agree- 
ment for succession. Niagara location pre- 
ferred. All correspondence in confidence 
to Box 783. 





STUDENTS WANTED: Intermediate and 
senior. Please call M. Adams at Wm. 
Eisenberg & Co., 342 Richmond St. W., 
Toronto. EM. 3-6304. 








STUDENTS, presently in second and third 
year of the course, required for Atikokan, 
Ontario( townsite of Steep Rock Iron Mines 
Limited). Reply in confidence to Dun- 
woody, Saul, Smith & Co., Chartered Ac- 
countants, Atikokan, Ontario. 


C.A., age 37, with 6 years public account- 
ing and 6 years industrial experience de- 
sires position with good opportunity for ad- 
vancement. Well experienced in staff su- 
pervision, systems, credits and all phases 
of financial and industrial accounting. Wil- 
ling to relocate. Box 789. 


STUDENT WANTED: Chartered account- 
ant’s office in the Niagara Peninsula re- 
quires intermediate student. Please reply 
giving full particulars to Box 786. 





CHARTERED ACCOUNTANT: The Uni- 
versity of British Columbia invites applica- 
tions from chartered accountants holding a 
University degree for the position of In- 
structor in Accounting in the Faculty of 
Commerce and Business Administration. 
Initial salary of $5,000 or higher, depend- 
ing on experience and qualifications. Ap- 
pointment to be made from June 30, 1958. 
Reply, giving full particulars as to academic 
background, experience and age, not later 
than August 15, 1958, to 

The Dean of the Faculty of Commerce 

and Business Administration, 
University of British Columbia, 
Vancouver 8, B.C. 





CHARTERED ACCOUNTANTS AND 
STUDENTS WANTED: We have positions 
open especially at our Saint John and 
Moncton offices for one or two ambitious 
chartered accountants and for senior and 
intermediate students. Replies will be 
treated in strictest confidence. Apply to 
Hudson, McMackin & Co., P.O. Box 452, 
Saint John, N.B. 





LICENSED TRUSTEE wishes to affiliate 
with Montreal office of chartered account- 
ants. Years of experience in receiverships, 
trusteeships, liquidations, bankruptcies, ad- 
ministrations and reorganizations. Bilingu- 
al. Box 788. 
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BARRISTERS AND SOLICITORS 



















MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
LOVE & LEITCH 


Barristers and Solicitors 


6th Floor, Hollinsworth Building - - + Calgary, Alta. 





PITBLADO, HOSKIN, BENNEST, DRUMMOND-HAY, 
PITBLADO, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 


Barristers and Solicitors 


Roy Building - - - - - Halifax, N.S. 


ROSS & ROBINSON 


Barristers and Solicitors 


Canadian Bank of Commerce Chambers - Hamilton, Ont. 
dteialiidelsietiedaeritinns Siitaniaceatieaadiniiamge | 
GOWLING, MacTAVISH, OSBORNE & HENDERSON 
Barristers and Solicitors 


88 Metcalfe Street : - - . Ottawa 4, Ont. 


sical cnlinngigcahasaneeiccieciiasciats 
BORDEN, ELLIOT, KELLEY, PALMER & SANKEY } 


Barristers and Solicitors 





25 King Street West - : - - - Toronto 1, Ont. 





———a 





McLAUGHLIN, MACAULAY, MAY & SOWARD 


Barristers and Solicitors 


802 Bay Street - - - -  - = Toronto 1, Ont. 


WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street - - - - : Toronto 1, Ont. 


BEAULIEU, BEAULIEU & CASGRAIN 
Barristers and Solicitors 


Kent Building, 10 St. James Street East - Montreal 1, Que. 


COMMON, HOWARD, CATE, OGILVY, BISHOP & COPE 


Barristers and Solicitors 


Royal Bank Building - - - - Montreal 1, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 


Bank of Canada Building - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street - - -  -  - Montreal 1, Que. 


STIKEMAN & ELLIOTT 


Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 


MacPHERSON, LESLIE & TYERMAN 


Barristers and Solicitors 


2236 Albert Street - - - Regina, Sask. 
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LIFE INSURANCE 


MORT. L. LEVY, C.L.U. 
Life Insurance Counsellor 


THE IMPERIAL LIFE ASSURANCE CO. OF CANADA, 11 Adelaide St. W., Toronto 
TOM CROOKSTON 


Specializing in non-cancellable disability insurance 
Individual, partnership, “key-man” 


THE PAUL REVERE LIFE INSURANCE COMPANY 
663 YoncE St., ToRONTO WALNuT 4-7733 


NORMAN COWAN, C.L.U. 


Estate Planning Taxation Specialist Pension Consultant 
Business and Personal Life Insurance 


THE IMPERIAL LIFE ASSURANCE CO. OF CANADA, 11 Adelaide St. W., Toronto 


APPRAISERS 


W. H. BOSLEY & CO. 
Professional Real Estate Appraisers and Property Managers 


SOMERSET HOUSE, 27 WELLESLEY STREET EAST, TORONTO, ONT. 


W. H. Bostey, O.B.E., F.R.I. 
Murray Bostey, B. Comm., F.R.I. RaymMonp Bostey, C.P.M., F.R.I. 


SHORTILL & HODGKINS LIMITED 
Professional Appraisal 
Real Estate 
347 BAY ST., TORONTO, ONT. EM. 3-2023 
J. I. Stewart, M.Com., M.A.I. G. I. M. Youne, B.Sc., A.R.I.C.S. 











THE ECONOMIC OUTLOOK 


Our current 1958 Investment Review 
considers the near term Economic Out- 
look and against this background views 
the long-term forecasts contained in the 
Final Gordon Commission Report. 

We believe that this Review will be help- 
ful to all present and prospective invest- 
ors. 


Complimentary copies are available on request 
Telephone EM. 83-9371 or write— 


BURNS BROS. & COMPANY 


Limited 


44 King St. W. 507 Place d’Armes 
Toronto Montreal 


Ottawa Hamilton Winnipeg 


S pectalizin g in 


Professional 
Group 

Continental | Accident and 
Casualty | Sickness 


Company | INSURANCE 


Canadian General Manager 58 Years of successful underwriting 
Rosas D. Hes Claims paid exceed $500,000,000 


HEAD OFFICE FOR CANADA, 160 BLOOR STREET EAST, TORONTO 





1958 Current List of CCH “Bound” Publications 
Check this list for latest editions 


Canadian Taxation 


Canadian Income Tax Act — 25th Edition 

Canadian Master Tax Guide — 13th Edition 

Canadian Income Tax Regulations — 14th Edition 
Canadian Sales and Excise Tax Guide — 8th Edition 
Ontario Tax Acts — 8th Edition 

Quebec Tax Acts — 9th Edition 

Canadian Tax Deduction Tables — 6th Edition 

Combined Withholding Tables Canada-Quebec — 4th Edition 


AAVNASSBAABVSNNASVSRSSVSSSVSBWVTSSSVSVVSSSESVSEBVSESBSSSVSVVWSVSVPSVVVVFPVSVBVseAsBSsSBVseBsVsess 


Remember! the following are excellent references: 


Canadian Income Tax for Accountants by W. G. Leonard, F.C.A. 


Canadian Income Tax Appeal Board Practice — 2nd Edition 
by R. S. W. Fordham, Q.C., LL.B. 


Introduction to Income Tax Law—Canada 
by Professor F. E. LaBrie, B.A., LL.B., LL.M., D.Jur. 
assisted by Marcel Bélanger, M.A., C.A. 


WBNAVSVSVSASVS™’ SKHRSVSBVSSVSBVVSsSVBVSSVWsBVBWVCVsVet BSW SVsVBsVsMW SVs ssVesssesVsesVesesavsessud 


Interests in the U.S.A.? 


U.S. Master Tax Guide 
U.S. Income Tax Regulations 


Income, Estate and Gift Tax Provisions— 
U.S. Internal Revenue Code of 1954 


All Orders Filled Promptly 


Place your order to-day by phone or write to 


C CH CANADIAN LIMITED 


PUBLISHERS OF TOPICAL LAW REPORTS 
Dept. CA6 
1200 Lawrence Ave. W., Toronto 19, Ontario 
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